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INTRODUCTORY  NOTE 


Most  books  on  banking,  and.  all  that  purport  to  treat 
of  bank  practice,  emphasize  the  organisation  and  operations 
of  large  city  banks.  The  excuse  offered  is,  that  the  large 
metropolitan  bank  furnishes  the  best  examples  of  speciali- 
zed practices  and  that  the  study  of  the  large  organization 
will  bring  out  the  fundamental  principles  of  operation  that 
apply  to  any  bank.     There  is  doubtless  truth  in  the  asser- 
tion. 

There  is  also  truth  in  the  assertion  that  many  persons 
have  to  do,  after  all,  with  business  concerns  of  only  aver- 
age size.    A  few  facts  will  serve  to  show  the  situation  as 
far  as  banks  are  concerned.    For  the  total  membership  of  the 
Federal  Reserve  System  as  reported  I.'arch  23,  1927  there  were 
loans  and  discounts  of  about  thirty- two  billions  of  dollars. 
Of  these  over  twelve  and  one-half,  or  nearly  forty  per  cent 
v/ere  made  by  "country"  banks.     Of  a  total  of  thirty- three 
and  three-fourths  billions  of  dollars  of  deposits,  twelve 
and  one-half,  or  more  than  thirty-seven  per  cent  were  with 
country  banks.     The  banks  outside  "reserve  cities"  are  the 
"country"  banks,  although  it  is  understood  that  the  class- 
ification includes  banks  in  some  of  the  larger  centers  as, 
Newark,  N.  J.,  Providence,  R.  I.  and  Akron,  Ohio. 

With  respect  to  population,  however,  we  find  that  the 

!v  v 


c 


c 


banks  in  cities  of  less  than  one  hundred  thousand  population 
have  nearly  thirty-five  per  cent  of  all  the  demand  and  time 
deposits  held  by  member  banks  in  the  Federal  Reserve  System. 
When  we  consider  the  nearly  twenty  thousand  banks  outside  of 
the  Federal  System,  most  of  which  are  country  banks  and  all 
of  which  have  loans  and  discounts  and  deposits  that  should 
be  added  to  those  of  country  banks  above  we  are  certainly 
justified  in  considering  the  bank  of  average  or  moderate  size. 

It  has  long  been  an  axiom  with  bankers  that  the  best 
place  to  learn  the  banking  business  is  in  a  typical  country 
bank.    Here  one  is  not  confined  to  the  narrow  division  of 
labor  that  necessarily  is  part  of  a  highly  organized  bank 
of  great  size.     In  the  country  bank  one  comes  in  contact 
with  all  phases  of  banking.     Here,  also',  one  has  contact  with 
business  men  in  a  variety  of  trades  and  becomes  familiar  with 
their  financial  problems. 

This  study  was  undertaken,  In  part,  for  the  purpose  of 
supplying  the  need  for  a  statement  of  the  practical  opera- 
tions of  a  country  bank.     The  entire  work  is  devoted  to  the 
principles  and  practices  which  arise  In  the  daily  operation 
of  a  bank  of  moderate  size. 

As  an  introduction  to  the  study,  the  author  has  under- 
taken a  concise  statement  of  the  functions  of  a  bank.  It  is 
believed  that  this  statement  is  more  accurate  with  respsct 
to  principles  than  the  traditional  accounts  given  in  many 
text  books.     It  is  hoped  that  the  general  reader  will  find 
*•  vi 
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it  helpful  in  understanding  more  fully  that  which  follows  in 
part  two. 

Grateful  acknowledgement  should  be  made  to  the  cashier 
and  assistant  cashier  of  the  bank  in  which  the  study  was  un- 
dertaken .    Without  their  cooperation  the  whole  project  would 
clearly  have  been  impossible. 

References  to  the  texts  and  to  other  materials  that  were 
used  are  given  by  the  name  of  the  author,  only.    A  complete 
statement  of  the  author's  name,  of  the  name  of  the  text,  and 
the  chapters  in  which  the  citati  ons  arc  found,  is  given  in 
the  Bibliography. 
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PART  I.   THE  NATURE  AND  FUNCTIONS  OF  A  BANK 

1.  THE  BANK  A  CREDIT  INSTITUTION. 

The  word  bank  is  usually  applied  to  a  business  insti- 
tution that  receives  deposits  of  money  or  of  credit  and 
seeks  a  profit  through  the  extension  or  sale  of  its  own 
credit.     Its  business  is  the  issue  and  guaranty  of  credits 
for  business  purposes;   it  is  a  dealer  in  credit.     As  will 
appear  later,  banks  perform  functions  not  strictly  credit 
operations.     However  the  essential  nature  of  banking  is 
most  clearly  comprehended  from  the  point  of  view  of  com- 
mercial credit  transactions,  involving  discounts,  loans 
and  deposits.  # 

2.  DEPOSITS. 

Consider  the  nature  of  a  deposit.     It  is  a  right  to 
demand  from  the  bankpayment  of  a  certain  sum  of  money.  Is 
it  a  specific  sum  of .money  held  by  the  bank?    Decidedly  not. 
It  is  an  entry  on  the  books  of  the  bank  to  indicate  that  the 
depositor  has  a  right  to  demand  payment.     Only  to  a  very 
limited  extent  does  the  depositor  exercise  his  right  to  de- 
mand money.     He  will  accomplish  his  purpose  simply  by  trans- 
ferring his  right,  in  whole  or  in  part,  by  drawing  a  check 
to  the  order  of  the  one  to  whom  he  wishes  to  make  payment. 
#  See  Dunbar,  p.  9,  for  traditional  statement  of  functions. 
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A  deposit  then  is  not  money.  It  represents  a  debtor-creditor 
situation  in  which  the  bank,  as  debtor,   is  under  obligation 
to  pay  a  sum  of  money  to  the  order  of  the  depositor,  who  is 
creditor.  # 

So  far  as  the  individual  depositor  is  concerned  his  de- 
posit is  equivalent  to  cash.     So  far  as  the  bank  Is  concerned 
the  deposit  is  a  demand  liability,  an  obligation  to  pay  cash, 
which  obligation  may  or  may  not  have  to  be  assumed  for  some 
time  to  come.     The  depositor  is  satisfied  with  the  bank's  ob- 
ligation to  pay.     As  long  as  the  deposit  stands  it  is  simply 
a  "credit"  based  on  the  confidence  of  the  depositor  that  the 
bank  is  willing  and  able  to  pay  on  demand. 

Bank  deposits,  against  which  checks  may  be  drawn,  arise 
in  several  ways.     One  may  deposit  actual  coin  or  currency  or 
checks  or  drafts  drawn  on  a  bank  or  an  individual;  one  may 
get  a  deposit  by  having  the  bank  discount  notes  or  acceptances 
or  by  lending  to  him  on  a  promissory  note,  with  or  without 
collateral  security.     Each  of  these  methods  should  be  con- 
sidered more  in  detail. 

When  a  depositor  surrenders  cash  to  the  bank  he  obtains, 
as  was  stated  above,  a  right  to  demand  an  equivalent  sum. 
When  the  cash  has  been  paid  over  to  the  receiving  teller  and- 
the  entries  made  in  the  books  of  the  bank  the  money  is  the  pro- 
perty of  the  bank.     The  depositor  may  demand  payment  of  a  like 

#  Dewey  and  Shugrue,  p  152. 
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sum,  "but  he  cannot  expect  to  have  returned  the  identical  cur- 
rency or  coins  which  he  deposited.     The  ability  to  demand  the 
return  of  an  actual  article  deposited  is  known  as  a  special 
deposit.     We  are  here    considering  the  general  deposit  opera- 
tions common  to  commercial  banking.  # 

A  deposit  of  checks  or  drafts  is  an  exchange  of  credit. 
A  check  is  an  order  on  a  bank  to  pay  a  specified  sum  of  money 
on  demand  to  a  person  named,  or  to  his  order.     Such  person  can 

by  writing  his  name  across  the  back  of  the  check  transfer  his 
right  to  another.     The  order  to  pay  money  may,  then,  serve  the 
same  purpose  as  money  itself.     Much  the  same  may  be  said  of  a 
draft,  except  that  the  draft  may  not  be  payable  until  the  lapse 
of  a  stated  time.     If  then,  a  check  or  a  sight  draft  is  deposit- 
ed in  a  bank  by  indorsement,  it  is  practically  the  same  as  cash 
provided  that  the  instrument  is  good.     The  difference  is  that 
the  depositor  may  not  immediately  draw  a  check  against  a  deposit 
of  checks  or  drafts  as  he  can  against  a  deposit  of  cash.  The 
bank  will  honor  the  checks  or  drafts  when  they  are  collected, 
and  so  receives  them  with  that  understanding.     Essentially  the 
transaction  represents  an  exchange  of  rights  to  receive  money 
payment. ##    Since  actual  money  does  not  pass  at  all  it  is  ob- 
vious that  the  transaction  is  one  of  credit.     Much  more  in- 
volved is  a  case  in  which  the  bank  accepts  as  a  deposit  a  note 

#  Kilborne,  pp.  291-293. 
##  Dunbar,  pp.  15-17- 
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or  draft  against  third  parties,  who  pay  the  claim  by  means  of 
a  check  drawn  on  another  bank.     It  is  not  necessary  to  consider 
these  operations  in  detail  for  they  do  not  differ  in  principle 
even  though  they  are  more  complex  in  practice. 

We  have  now  to  consider  deposits  that  grow  out  of  loans 
and  discounts.  #    Here  again  is  an  exchange  of  credit.     In  a 
gaiEral  sense  discounting  involves  a  present  evaluation  of  a 
future  good.     When  we  make  allowance,  and  perhaps  provision 
for,  a  future  contingency  we  say  we  are  discounting  that  situ- 
ation.    The  contingency  which  the  banker  evaluates  is  the 
right  to  collect  money  in  the  future.     To  illustrate  with  a 
case:     Suppose  A  promises  to  pay  B  a  sura  of  money  in  three 
months  and  evidences  the  promise  in  the  form  of  a  promissory 
note.     This  note  is  a  "credit  instrument"  i.e.   it  is  evidence 
of  a  credit  situation.     It  has  a  definite  and  ascertainable 
value.     That  value  is  its  present  worth.     It  is  not  the  same 
at  the  time  it  is  executed  as  at  the  time  of  maturity.  The 
time  that  must  elapse,  the  uncertainty  of  A's  ability  and 
willingness  to  pay,  and  the  rate  at  which  loans  of  capital 
will  be  made,  all  tend  to  make  a  difference  in  the  present 
and  future  value  of  the  instrument. 

The  longer  the  time  that  A's  note  has  to  run  the  less 
will  be  its  present  value.     Had  B  received  a  sum  of  money 
instead  of  the  note  he  could  have  placed  it  at  interest  and 
at  the  end  of  the  three  months  had  his  money  plus  the  in- 

„  Dunbar,  pp.  10-14. 
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terest  earned.     Aside  from  the  risk  of  non-payment,  no  one 
would  give  B  the  face  value  of  a  note  that  did  not  call  for  * 
a  cash  payment  until  three  months  had  passed.     The  most  that 
B  could  get  would  be  a  sum,  which  placed  at  interest  would 
yield  an  amount  equal  to  the  face  of  the  note  in  the  time 
specified.     Obviously  this  sum  is  less  if  the  time  to  matu- 
rity is  longer  or  if  the  rate  of  interest  (discount)  is  high- 
er. 

Not  only  will  B  have  to  wait  for  payment  of  the  sum 
promised,  but  there  is  the  possibility  that  A  may  never  pay 
the  note.  The  extent  of  this  possibility  clearly  varies  with 
the  credit  worth  of  the  maker  of  a  particular  note,  but  the 
risk  element  is  pervasive  in  all  transactions  of  this  kind. 
The  greater  the  risk  of  non-payment  the  less  is  the  present 
value  of  the  note. 

When  a  banker  discounts  a  note  or  acceptance  he  is  in 
effect  determining  the  present  value  by  calculating  at  the 
prevailing  rate  the  time  involved  and  the  risk  assumed.  The 
reader  should  not  be  deceived  by  the  usual  statement  concern- 
ing the  nature  of  discount.     Most  writers  are  content  to  ex- 
plain the  discount  function  as  "deduction  of  interest  in  ad- 
vance", or  some  equally  simple  formula  as,   "to  discount  means 
either  to  buy  or  sell  bills  and  notes  before  their  maturity. # 
"Strictly  speaking,  discount  consists  in  finding  that  sum 
which,  if  put  at  interest,  will  amount  to  the  present  worth 
of  a  principal,  under  conditions  of  time  and  rate  of  interest 
specif led. "##.     This  is  the  true  concept. 

#  Dewey  and  Shugrue,  p.  181. 

##  Dunbar,  p.  10,  adapted  from  the  footnote. 
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The  loan  differs  from  the  discount. f    Discounting  in- 
volves the  deduction  of  interest  in  advance  in  order  to  ar- 
rive at  the  present  worth  of  the  instrument.     If  it  is  an 
interest-bearing  instrument,  the  present  worth  of  the  un- 
earned interest  must  be  calculated  also.    Discounts are  par- 
ticularly adapted  to  short  time  needs  for  capital.  loans 
may  be  used  for  many  different  purposes  and  may  run  for  a 
long  time.     They  involve  the  repayment  of  a  specified  sum 
at  a  specified  date  by  the  borrower  plus  interest  at  an 
agreed  rate  at  stated  intervals,  usually  one  month  in  the 
case  of  a  commercial  bank.     Contrary  to  the  statements  of 
some  writers  many  banks  loan  in  large  amounts  in  addition 
to  discounting  paper  for  commercial  borrowers.     The  loan  is 
often  secured  by  property  claims,  although  this  is  by  no 
means  always  the  case.    Security  is  often  more  necessary  in 
the  case  of  loans  because  a  loan,  unlike  a  discount  item, 
may  not  be  definitely  identified  withra  given  transaction. 
As  a  result  this  type  of  paper  tends  to  be  single  name  and 
is  not  so  readily  passed  from  hand  to  hand. 

The  deposit,  which  is  simply  a  right  to  demand  .payment 
of  cash  from  the  bank,  is  exchanged,  then,  for  a  future  right 
to  demand  cash  from  the  borrower.     It  is  a  credit  transaction; 
an  exchange  of  rights  for  rights.     The  difference  in  time  of 
maturity  gives  rise  to  a  difference  in  present  value  of  the 
two  sets  of  rights,  and  it  is  In  the  purchase  ,  at  present 

f Dewey  and  Shugrue,  p.  128. 
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value,  of  future  rights  that  the  bank  finds  a  source  of 
profit.     The  banker  is  willing,  therefore,  to  accept  either 
discount  items  or  cash  as  a  basis  of  deposits.    Put  from 
the  point  of  view  of  the  depositor,  deposits  may  be  made 
either  through  the  processes  of  discounting  or  through  pay- 
ment of  cash  or  rights  to  demand  cash. 

Of  course ,  the  bank  realizes  no  profit  directly  in  ac- 
cepting cash  or  checks  for  deposit.    Nevertheless,  every 
bank  is  anxious  to  set  the  largest  possible  amount  of  such 
deposits.     The, reason,  as  will  be  shown  presently ,•  is  that 
these  deposits  increase  the  bankTs  power  to  make  loans  and 
so  secure  profits. 
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3.  RESERVES. 

•     Experience  shows  that  depositors  will,  from  day  to  day, 
e*3rcise  only  a  small  proportion  of  their  rights  to  with- 
draw money  from  the  bank.    Depositors  of  cash  will  want  some 
money  from  time  to  time,  but  they  are  confident  that  it  can 
be  obtained  and  call  for  it  only  as  they  need  it.     All  the 
cash  that  a  bank  must  have  on  hand  for  this  purpose  is  the 
proportion  of  deposits  that  is  likely  to  be  withdrawn.  Such 
cadi  is  called  a  "reserve" .  j?     It  is  a  reserve  against  the 
bankTs  deposit  liabilities.     The  remainder  of  cash  which  a 
bank  may  hold  can  be  used  as  a  basis  for  loans.     It  is  im- 
portant that  the  cash  reserve  of  a  bank  be  not  confused  with 
the  reserves  set  up  by  accountants.     The  latter  are  claims 
against  property  in  the  nature  of  liabilities,  %or  better  de- 
ductions from  assets,  and  their  purpose  is  to  show  the  pre- 
sent value  of  these  assets.     The  reserve  of  a  bank  is  an  as- 
set, cash,#  held  by  the  banker  to  meet  demand  obligations  of 
depositors . 

Those  who  have  paper  to  discount  or  who  borrow  from  the 
bank^do  not  wish  cash.     They,  like  the  depositor  of  cash, 
have  use  for  some  money,  but  usually  they  desire  simply  a 
deposit  credit  on  the  books  of  the  bank,  which  they  can  di- 
vide and  transfer  by  means  of  checks  as  they  have  need.  This 
is  of  vital  importance  to  the  banker  for  it  requires  that  he 
have  in  his  reserve  only  a  fraction  of  the  total  obligations 
arising  out  of  loans  and  discounts.     A  given  addition  to  the 

#For  the  distinction  between  "cash"  and  "reserves"  see  Dewey 
and  Shugrue,  p.  270. 
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supply  of  cash  held  by  a  bank  will  permit  an  extension  of 
loans,  and  therefore  deposits,  somewhat  greater  than  the 
amount  of  cash  acquired.    Here  is  at  least  one  reason  why 
bankers  compete  for  deposits. 

To  the  individual  bank,  operating  in  a  system,  checks 
drawn  on  or  notes  issued  by  another  bank  are  about  as  satis- 
factory as  a  deposit  of  cash.     These  checks  and  notes  carry, 
as  we  have  seen,   the  right  to  demand  money.  _Cnce  they  are 
in  the  hands  of  the  individual  bank  it  may  exercise  this  right 
or  it  may  use  the  right  to  offset  claims  of  other  banks  a- 
gainst  itself.     In  either  case  the  result  is  about  the  same. 
If  the  bank  asks  for  cash  it  will  have  to  pay  cash  on  the 
claims  presented  against   it  by  other  banks.     It  simplifies 
the  situation  to  offset,  or  !t clear",  the  claims  so  far  as 
that  is  possible.     For  all  practical  purposes,  where  there 
is  an  opportunity  to  ,T clear"  demands  for  cash,  checks  and 
bank  notes  are  equivalent  to  cash  so  far  as  the  individual 
bank  is  concerned. 

From  the  preceding  discussion  it  follows  that  a  "clear- 
ing" system,  which  requires  cancellation  of  claims  among  the 
banks  and  payment  of  cash  balances  only,  greatly  increases 
a  bank's  loan  power.     Clearing  houses  have  been  organized  in 
many  cities,  but  thers  are  many  more  communities  without  them 
than  with  them.    Every  addition  to  a  bank's  loan  power  not 
only  increases  the  possibility  of  serving  the  business  com- 
munity, but  it  -also  increases  the  possibility  of  profits  for 


c 


c 


10 


the  bank.     The  direct  relationship  between  the  bank's  reserve 
and  its  deposits  have  been  indicated;  there  is  also  a  relation  - 
ship  between  a  bank's  reserve  and  its  loans  and  discounts.  It 
is  to  this  topic  that  we  must  now  give  attention. § 

A  depositor,  as  shown  ,  does  not  withdraw  his  whole  de- 
posit by  means  of  checlts.    He  constantly  maintains  a  "balance." 
Indeed.,  in  the  case  of  business  men  who  borrow  constantly  at 
bank,  there  is  usually  an  understanding  that  a  minimum  balance 
will  be  maintained.     This  minimum  average  balance  varies  from 
.bank  to  bank  and  from  community  to  community,  but  it  is  usually 
about  20$  of  the  credit  worth, or  the  loan  to  the  borrower. 
The  maintenance  of  this  balance  means  to  the  bank  that  on  the 
one  hand  there  will  not  be  withdrawals  of  cash  below  the  limits 
of  the  balance,  and  on  the  other  hand  that  v/ithin  the  limits 
of  the  balance  there  will  be  no  demands  from  other  banks  for 
payment,  either  directly  or  through  the  clearing  house.  Since 
the  bank  uses  cash  only  to  meet  withdrawals  by  depositors  and 
to  settle  adverse  balances,  the  minimum  average  balances  of 
depositors  represent  only  potential  liabilities  against  which 
an  active  cash  reserve  need  be  kept. 

A  "country"  bank  ordinarily  needs  less  reserve  than  a 
bank  in  a  great  city,  for  there  is  a  greater  possibility  that 
checking  accounts  will  be  settled  simply  by  transfers  on  the 
books  within  the  bank  and  withdrawals  for  settlement  with  other 
banks  are  less  likely.     The  amount  of  reserve  which  a  bank  has 
in  its  vaults,  or  with  a  depository,  is  not  an  absolute  raear- 

i^Dewey  and  Shugrue,  pp.  276-281  is  agood  brief  discussion. 
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sure  of  its  strength.    Bank  profits  come  from  loans  and  in- 
vestments.    Idle  money  in  vault  is  earning  nothing.    A  bank 
seeks  to  invest  all  its  funds  beyond  what  it  needs  to  meet 
cash  demands,  hold  public  confidence,  and  satisfy  legal  min- 
imum reserve  requirements. 

The  amount  of  the  reserves  bear  a  close  relation  not 
only  to  deposits  but  also  to  loans  and  discounts.  As  we  have 
seen,  deposits  and  loans  are  complementary  to  each  other.  If 
there  v/ere  a  single  bank  in  a  community,  v/here  all  the  people 
of  the  community  did  their  banking,  the  amount  by  which  the 
bank  could  expand  its  loans  on  the  basis  of  the  cash  received 
would  depend  only  on  the  proportion  of  cash  demanded  by  the 
depositors.     So  long  as  no  cash  were  withdrawn  and  payments 
were  made  by  transfer  of  credits  on  the  books  of  the  bank 
the  loan  expansion  would  be  infinite.    For  the  banking  sys- 
tem as  a  whole  the  case  would  be  the  same,  were  it  not  for 
cash  withdrawals  and  the  necessity  of  meeting  adverse  balan- 
ces^ 

The  amount  by  which  a  bank  in  a  system  may  expand  its 
deposits  created  by  loans  on  the  basis  of  a  given  amount  of 
cash  reserve  may  be  determined  by  trial  and  error  or  mathe- 
matically.   Professor  C.  A.  Phillips  gives  the  following 
mathematical  exposition:  }§■  "If  there  be  but  one  bank,  or 
if  all  banks  be  amalgamated  in  one  system,  the  net  deposit 
of  a  given  amount  of  cash,  c,  against  which  there  must  be 
held  a  reserve-deposit  ratio  of  R,  would  enable  the  bank  to 

,f  Kilborne,  pp.  322-325. 

#??  Phillips,  pp.  32-76.  for  the  complete  statement  of  the 
development  of  the  formula. 
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lend  in  addition  t&  outstanding  loans: 

4-(c  -  Rc) 

or  c  -  Rc 

R 

or        .  c(l  -  R) 

The  deposit  arising  from  the  cash,  c,  would  itself  call  for 
a  reserve  equal  to  Rc,  leaving  c  -  Rc  as  reserve  for  depo- 
sits arising  from  additional  loans."  (p. 39). 

If  the  reserve  ratio  be  10$  and  the  cash  deposit  vlOO. 
the  equation  would  be  solved  as  follows: 

—(^100  -  $10)  or  ii2  equals  ^900,  the  amount  of  loan 
•10  v  .10 

expansion  possible  under  the  conditions  enumerated. 

If  the  cash  deposit  of  one  hundred  dollars  had  been 
withdrawn  from  some  other  bank  in  the  same  system  there 
would  be  no  new  basis  for  loan  expansion  in  the  system  as 
a  whole,  for  the  withdrawal  from  the  one  bank  could  only 
reappear  as  cash  in  the  designated  bank.     That  bank  could 
perform  only  the  same  service  as  the  bank  from  which  the 
cash  was  withdrawn,  so  that  there  would  be  no  change  in 
the  total  loans,  and  hence  deposits,  in  the  system.  But 
if  the  one  hundred  dollars  represented,  say,  gold  imported 
or  mined  in  the  country  the  loan  (and  deposit)  expansion 
would  be  possible  as  indicated.     The  significance  of  the  ban 
efforts  to  acquire  deposits  of  cash  or  cash  items  as  related 
to  its  profits  in  a  competitive  system  should  be  apx-^^nt. 
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4.  BANK  NOTES . 

We  have  proceeded  on  tiie  tacit  assumption  that  a  bank 
extends  credit  mainly  on  the  basis  of  deposits,    ^s  a  matter' 
of  fact  credit  may  be  extended  in  other  forms,  particularly 
in  the  form  of  the  bank's  own  notes.    True,  there  is  con- 
siderable legal  restriction  and  regulation  surrounding  the 
issue  of  bank  notes  in  this  country.    However,  we  may  observe 
the  similiarity  and  differences  between  these  two  forms  of 
bank  credit  instruments. 

A  bank  note  is  a  promise  to  pay  the  holder  of  the  note 
a  specified  sum  of  money  on  demand.     In  so  far,  a  bank  note 
carries  exactly  the  same  right  as  a  deposit*     The  difference 
is  one  of  form  and  convenience.  Notes  are  payable  to  bearer. 
They  require  no  endorsement,  at  least  In  the  United  States. 
They  are  of  convenient  denomination  for  counting;  but  not  so 
convenient  for  transfer  of  large  or  precise  amounts  as  the 
check.    From  the  bank's  point  of  view  both  are  demand  lia- 
bilities and  the  necessity  of  keeping  in  condition  to  meet 
demand  liabilities  is  just  as  urgent  in  the  one  case  as  in  the 
other./? 

Bank  credit  in  the  form  of  notes,  unlike  deposits,  is 
not  obtained  usually  by  exchange  of  cash.     There  would  be 
no  advantage  in  exchanging  gold  or  government  notes  for  bank 
notes,  as  there  might  be  in  exchanging  money  for  a  deposit 
account.     It  is  often  the  case,  however,  that  an  issuing  bank 

if  Dunbar,  p.  60. 
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will  substitute  its  credit  in  the  form  of  notes  for  its  credit 
in  the  form  of  deposits.     So  long  as  the  notes  remain  in  cir- 
culation they  are  like  the  unused  balances  of  depositors. 
Somewhat  different  is  the  "cashing"  of  a  check,  drawn  on  an- 
other bank,  by  a  bank  with  its  own  notes.     This  is  a  substi- 
tution by  the  bank  of  its  own  credit,  in  the  form  of  notes, 
for  the  credit  in  the  form  of  a  deposit  in  the  bank  on  which 
the  check  is  drawn.     This  credit  (the  check)  may  be  used  by 
the  bank  as  an  offset  item  and  so  prevent  loss  of  cash  from 
its  reserve;  a  round-about  way  of  avoiding  loss  of  cash.  For 
the  most  part,  however,  a  bank  will  get  its  notes  into  cir- 
culation as  a  result  of  discount  and  loan  operations. 

With  the  tendency  to  restrict  the  issue  of  notes  to  cen- 
tral banks  the  deposit  form  of  credit  becomes  of  increasing 
importance  and  the  process  of  note  issue  is  involved  with  the 
question  of  rediscounting,  a  function  with  which  we  are  not 
now  concerned. 

Another  characteristic  of  the  bank  note  may  be  pointed 
out.     In  early  times  it  v/as  a  common  law  right  to  issue  notes, 
but  experience  has  taught  the  necessity  of  saf eguarding  note 
issues.    Bank  notes  pasr.  freely  from  hand  to  hand  without  re- 
strictive endorsement.     Their    form,  the  better  known  credit 
standing  of  the  bank,  the  circumstances  under  which  the  notes 
are  issued,  the  failure  of  the  holders  to  discriminate,  these 
and  like  considerations  give  to  bank  notes  a  quality  of  gen- 
eral acceptability  not  attached  to  the  check. 

This  general  acceptability  or  willingness  to  receive 
the  bank  note  is* based  upon  confidence  that  the  bank  can  and 


r 


c 


15 


and  will  redeem  the  note  upon  presentation.  The  relation  of 
reserves  to  credit  extended  has  already  been  set  forth.  There 
must  be  a  certainty  of  immediate  availability  of  cash  or  notes 
will  not  find  acceptability.    Each  note  holder  must  feel  that 
should  he  wish  or  require  cash  no  obstacle  will  be  found  in  the 
way  of  getting  it.     Such  confidence  or  belief  requires  for  notes 
as  well  as  for  deposits  that  some  cash  be  kept  on  hand  with 
which  to  redeem  notes. 

Closely  connected  with  the  quality  of  acceptability  is 
the  disposition  of  notes  to  remain  in  circulation  for  a  much 
longer  time  that  do  checks.     There  is  nothingin  the  content 
or  appearance  of  a  check  to  indicate  that  it  is  'Tgood.M  The 
note,  a  more  formal  instrument,  carries  greater  credibility. 
Once  a  note  is  in  general  circulation  the  holder  may  not 
know  anything  conerning  the  standing  of  the  issuing  bank. 
It  may  be  argued  that  there  is  no  compulsion  in  the  accep- 
tance of  the  baiik  note,   since  it  is  not  legal  tender,  and 
that  if  the  individual  is  uncertain  concerning  the  worth  of 
a  note  he  may  refuse  it.     Such  an  objection  surely  assumes 
a  knowledge  of  the  general  money  situation  which  is  not.  com- 
mon to  most  people.  And  what  a  hindrance  to  trade  if  each 
note  must  be  scrutinized  for  its  value  I     Justice  requires 
that  the  state  safeguard  the  note  holder  and  protect  him 
from  conditions  of  possible  loss  over  which  he  has  no  con- 
trol . 

Several  means  have  been  devised  to  protect  the  note 
holder .  jf 

$Dunbar,  pp.  6  8-80.  and  Kilborne,  pp.  90-96. 
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The  notes  may  be  made  a  first  lien  on  the  assets  of  the  bank. 
In  addition  to  this  a  special  liability  may  attach  to  the 
stockholders  of  the  issuing  bank.     In  some  instances  groups  of 
banks  have  been  required  to  contribute  to  a  guarantee  fund  for 
the  redemption  of  the  notes  of  insolvent  banks.     Sometimes  the 
solvency  and  redemption  of  notes  is  assured  by  requiring  that 
certain  assets,  bonds  for  example,  be  deposited  with  an  offi- 
cial of  the  government.     In  addition,  a  fund  representing  a  per- 
centage of  the  outstanding  notes  will  be  paid  to  the  official 
for  the  purpose  of  redemption  of  such  notes  as  may  be  presented. 
Special  cash  reserves  for  the  payment  of  notes  are  also  common. 
These  reserves  are  "earmarked"  as  against  the  note  issue  and  may 
be  used  for  nothing  else.    As  final  assurance,  the  government 
may  guarantee  the  payment  of  the  notes  itself.    With  one  or  more 
of  these  provisions  there  has  naturally  developed  a  feeling  that 
the  government  sponsors,  or  at  least  sanctions,  the  issue  of  any 
and  all  notes  by  the  banks  of  the  country. 
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5.  GENERAL  FUNCTION  OF  BANKING. 

In  our  economic  organization,  which  is  based,  on  a  money 
and  price  system,  obtaining  control  of  capital  for  productive 
purposes  is  a  question  of  obtaining  money  or  its  representa- 
tive, credit.     The  problem  of  getting  society's  saved  capital 
into  the  hands  of  effective  producers  with  the  least  possible 
delay  and  cost  is  found  in  gathering  loanable  money  resources 
as  a  basis  for  credit  and  distributing  these  funds  among  the 
more  capable  producers.     A  moment's  reflection  on  what  has 
just  been  read  should  serve  to  bring  out  the  fact  that  this 
is  the  function  of  the  banks  of  the  country. 

This  banking  function  is  a  broaA  one  and  we  can  not  deal 
here  adequately  with  all  types  of  banking  institutions.  From 
the  point  of  view  of  the  process  of  wealth  production,  we  may 
distinguish  savings,  investment,  and  commercial  banks.     It  is 
our  purpose  in  Part  II  of  this  essay  to  examine  the  methods 
by  which  a  particular  commercial  bank  performs  its  function 
and  to  set  forth  the  practical  operations  and  principles  which 
must  be  borne  in  mind  if  the  bank  is  to  serve  its  community  to 
the  best  advantage. 


PART  II.  THE  PRACTICAL  OPERATIONS  OF  A  COUNTRY  BANK. 


6.  ORGANIZATION  AND ' ADMINISTRATION. 

For  the  purpose  of  this  study  there  was  selected  The 
Athens  National  Bank,  a  country  bank  of  moderate  size,  lo- 
cated in  Athens,  Ohio.     The  bank  has  a  capital  and  surplus 
of  about  '320000.     The  principal  officers  are  L.  G.  Worstell 
President  of  the  Board  of  Directors,  James  H.  "cClure,  Cash- 
ier and  Hobert  L.  7<Toodwcrth,  Assistant  Cashier;  there  are 
twelve  employees. 

The  work  of  the  bank  is  departmentalized  to  a  degree. 
This  departmentalization  differs  in  many  respects  fron/  the 
organization  of  a  large  city  bank.    With  respect  to  the  ser- 
vice of  customers  the  following  organization  may  be  suggest- 
ed: The  Commercial  Department,  The  mrust  Department,  and  The 
Safe  Deposit  Department;  no  Savings  Department  is  maintained. 

The  internal  organization  is,  however,  on  a  functional 
basis  and  1' department"  refers  to  individuals  who  perform  cer- 
tain duties.     On  this  basis  we  may  say  that,  besides  the 
Cashiers  tnere  are  the  following  departments  1)  the  Teller's, 
2)  the  Collection  and  Correspondence  Clerk's,  3)  the  Note 
Clerk's,  4)  the  Proof  Clerk's,  5)  the  Individual  Bookkeeper's, 
6)  the  General  Bookkeeper's,  and  7)  the  Trust  Officer's.  We 


shall  see  later  there  is  some  ever-lapping  of  functional 

performance  as  between  these  departments.  To  this  extent 
at  least  the  problems  of  a  country  bank  are  not  identical 
with  those  of  a  large  highly  specialized  city  bank.  How- 
ever, the  fundamental  principles  of  operation  differ  only 
as  they  are  affected  by  the  differences  in  organization. 

In  order  to  hove  a  clear  conception  of  the  practical 
operations  of  a  bank  of  this  type  we  shall  undertake  an 
analysis  of  the  internal  organization  and  practices  of  the 
bank  named.     The  relations  of  the  departments  to  each  other 
are  indicated  roughly  by  the  chart  in  Figure  1.     It  will  be 
seen  that  the  departmental  operations  are  closely  identified 
with  certain  important  record-books  and  these  must  be  used 
as  starting  point  in  our  analysis.    Note  that  the  proof - 
book  is  the  central  point  in  the  flow  of  work  from  the  re- 
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Figure  1. 

Organization  Chart  of  Flow  of  Y/ork. 


ceipt  of  incoming  items  to  their  ultimate  destination  in  the 
mail  for  correspondents  or  in  the  general  ledger.  Although 
our  examination  will  necessarily  focus  attention  on  certain 
aspedts  of  the  batik's  accounting  system,  we  shall  be  inter- 
ested in  that  only  incidentally  as  a  vehicle  for  understand- 
ing the  significance  of  the  operations. § 


7?Dunbar,  in  his  classic  description  of  Bank  Operation  and 
Accounts  began  his  analysis  v/ith  the  bank's  balance  sheet. 
Our  purpose  is  to  study,  not  bank  operations  in  general, 
but  those  of  an  individual  bank,  and  we  shall  proceed  to 
the  balance  sheet. 
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7.  RECEIVING. 

In  many  banks  paying  and  receiving  of  money  and  checks 
are  performed  by  separate  tellers,  stationed  at  different 
windows.     In  the  Athens  National  Bank  the  three  tellers  pay 
or  receive  as  the  customer's  convenience  requires.  Where 
the  functions  are  separated  the  paying  teller  is  first  in 
rank  of  the  bank's  employees  after  the  officers.     The  re- 
ceiving teller  is  next  in  importance.     Receiving,  therefore, 
ranks  in  importance  after  paying,  but  it  is  a  convenient 
operation  with  which  to  begin  the  analysis  of  a  bank's  prac- 


It  is  the  duty  of  the  teller  receiving  to  accept  de- 
posits of  customers  and  to  enter  the  amount  and  the  date 
of  the  deposit  in  the  "pass  book"  as  shown  on  the  left  hand 
page  in  Figure  2. 


tice . 


Figure  2.  Depositor's  Pass  Book. 
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The  record,  of  the  deposit  is  made  on  the  receiving  teller's 
proof  sheet.  The  sheets  are  dated  and  filed  for  future  re- 
ference at  the  close  of  the  day. 

If  one  opens  an  account  at  a  large  city  bank  one  will 
be  intervied  by  the  "new  business"  man,  wili  furnish  refer- 
ences and  otherwise  satisfy  the  bank  concerning  financial 
standing  and  reliability.     In  a  country  bajik  of  moderate 
size  one  may  ordinarily  open  an  account  by  approaching  the 
teller,  who  may  or  may  not  refer  the  prospective  depositor 
to  a  cashier,    ^ach  customer  will  be  required  to  fill  out  a 
signature  card  similiar  to  Figure  3. 


THE  ATHENS  NATIONAL  BANK 


In  receiving  items  for  deposit  or  collection,  this  Bank  acts  only  as  depositor's  collecting  agent  and  assumes  no 
responsibility  beyond  the  exercise  of  due  care.  All  items  are  credited  subject  to  final  payment  in  dsn  or  solvent  credits. 
This  bank  will  not  be  liable  fur  default  or  negligence  of  its  duly  selected  correspondents  nor  for  losses  in  transit,  and  each 
correspondent  so  selected  shall  not  be  liable  except  for  its  own  negligence.  This  Bank  or  its  correspondents  may  send 
items,  directly  or  indirectly,  to  any  bank  including  the  payor,  and  accept  its  draft  or  credit  as  conditional  payment  in 
lieu  of  cash:  it  may  charge  back  any  item  at  any  time  before  final  payment,  whether  returned  or  not,  also  any  item 
drawn  on  this  Bank  not  good  at  close  of  business  on  day  deposited. 

Below  please  find  duly  authorized  signatures  which  you  will  recognize  in  the  payment  of 
funds  or  the  transaction  of  any  other  business  on  my  or  our  account.   


SIGNATURE 


ADDRESS 

PHONE 
NO. 

INTRODUCED 
BY 

BUSINESS 

DATE 

Al  1  1  |  1  1 

1  IAI  I  1  1 

10 

1 1 1 IAI 1 

JO 

1   1   |   II  1 

1  A  1 

30 

1  i  1 | 1 1 1 IAI 1 1 1 | 

1 1 IAI 1 1 1 
so 

START  TYPEWRITING  AT  I  |  USE  OTHER  POINTS  ON  SCALE  TO  START  OTHER  DIVISIONS  OF  VISIBLE  TITLE  TO  INSURE  PERFECT  ALIGN- 
MENT OF  EACH  DIVISION  OF  INFORMATION  FOR  SPEEDY  REFERENCE;  THEN  REMOVE  THIS  STUB.      USE  NEW  TYPEWRITER  RIBBON 

KARDEX  RAND  CO.,  Inc..  Tonawanda,  N.Y.,  U.  S.  A.  pat.in  u.s. a. a  foreign  countries 
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figure  3.  Depositors  Signature  Card. 
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The  customer  will  write  his  name  exactly  as  it  will  appear 
on  his  checks.     If  a  .joint  account,  the  signatures  of  the 
other  depositors  must  appear  also.     If  an  agent  is  authori- 
zed to  draw    on  the  account,  his  signature  must  appear  too. 
If  the  depositor  is  a  firm  or  corporation  the  card  will 
show  the  signatures  of  the  partners  or  corporation  officers 
that  are  authorized  to  sign  checks.      Signature  cards  are 
filed  alphabetically,  in  duplicate,  one  for  the  individual 
bookkeeper  and  one  for  the  teller  so  that  they  may  compare 
signatures  on  incoming  checks. 

Deposit  tickets,  a  form  of  which  is  shown  in  Figure  4, 
are  supplied  customers,  who  are  supposed  to  make  them  out. 

The  Athens  National  Bank 

DEPOSITED  BY 


Athens,  Ohio,  192 

Please  List  Each  Check  Separately 


Figure  4.  Customer's  Deposit  Slip. 
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This  saves  the  time  of  the  teller  and  facilitates  the  check- 
ing of  the  items  by  him.     In  making  out  a  deposit  ticket, 
the  depositor  is  instructed  to  write  in  the  date  and  the 
name  of  the  account  and  to  list  the  items  of  the  deposit. 
Currency  and  coin  and  checks  are  listed  separately  as  shown 
by  the  headings  on  the  slip.     Checks  drawn  on  the  bank  where 
the  deposit  is  made  may  be  designated  by  the  name  of  the 
drawer  of  the  check.    Those  on  local  ban3ts  by  the  name  of  the 
drawee  bank  and  those  on  "foreign'1  (out  of  town)  banks  by  the 
name  of  the  city  in  which  the  bank  is  located. 

When  a  deposit  is  received,  the  teller  verifies  the  items 
by  counting  the  currency  and  coins  and  comparing  the  amounts 
on  the  checks  with  those  listed  on  the  ticket.     The  teller  ex- 
amines each  check  to  see  if  it  is  endorsed,  dated,  that  the 

is 

amount  in  figures  and  words  agree,  and  that  improperly  signed. 
The  total  on  the  deposit  ticket  is.  then  verified  and  if  correct 
the  amount  entered  in  the  pass  book.     Attention  may  here  be 
called  to  the  fact  that  the  proceeds  of  discounts  and  collec- 
tions are  entered  in  the  pass  book  from  credit  slips  made  out 
by  the  collection  or  note  clerk.     If  the  pass  book  is  not  pre- 
sented with  the  deposit,  the  receiving  teller  will  make  a  du- 
plicate slip,  which  he  will  so  mark  and  sign,  This  slip  may  be 
presented  later  and  entry  made  by  the  teller  in  the  pass  book. 

The  customer  now  has  the  right  to  ask  the  bank  to  make 
payment  to  his  order  on  demand.  For  this  purpose  a  book  of 
check  forms,  similiar  to  Figure  5,  is  furnished  the  depositor. 


e 
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This  form,  which  is  in  such  common  use,  needs  no  comment. 


 Dollars 
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Figure  5.  Check  Form  for  Depositor's  Use. 

The  receiving  teller's  Cash,  or  Proof,  Sheet  shown  in 
Figure  6,  next  page,  is  used  to  record  and  to  check  the 
amount  of  cash  in  the  hands  of  the  teller  at  the  close  of 
the  day's  business.     In  the  Athens  National  Bank,  it  should 
"be  remembered,  tellers  both  pay  and  receive.     Hence,  the 
left  side  of  the  proof  sheet  is  used  to  record  the  receipt 
of  cash  and  deposit  of  other  items.     The  right  side  is  the 
record  of  payments.    Method  of  proof  v/ill  be  discussed  when 
we  have  considered  the  paying"  function. 

At  the  beginning  of  the  day  the  teller  enters  the  "pre- 
vious cash"  balance .    From  time  to  time  during  the  day  the 
sheet  is  taken  by  one  of  the  bookkeepers  and  items  are  en- 
tered under  appropriate  heads,  as  vault,  other  tellers,  de- 
posit lists  and  miscellaneous.     The  cash  items  on  deposit 
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Figure  6.  Teller1  s  Cash.,  or  xToox 


slips  are  listed  separately  on  an  addling  machine  and  the  total 
entered  on  the  teller's  proof  sheet.    Other  items  are  listed 
separately  and  the  total  entered  in  the  proper  place.    At  this 
time,  of  course,  the  deposit  tickets  and  checks  are  sent  to 
the  proof  book  clerk.     In  order  that  the  work  of  the  different 
tellers  may  not  be  confused  a  distinctive  mark  is  given  each 
item  to  indicate  which  teller  received  it.     The  first  teller, 
for  example,  draws  tv/o  parallel  lines  across  each  deposit 
slip  which  comes  through  his  window.     Checks  received  are 
stamped  with  the  teller's  number. 

The  receiving  phase  of  the  work  is  completed  by  record- 
ing the  exact  amount  of  cash  in  the  hands  of  the  teller  at  the 
close  of  the  day's  business.    After  the  cash  is  counted  it  is 
listed  at  the  upper  right  hand  side  of  the  proof  sheet,  where 
it  is  used  to  complete  the  proof  and  balance  in  connection  with 
paying  operations. 


c  ; 
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8.  PAYING. 

The  paying  teller  is  second  only  to  the  officials  of  the 
bank.    He  has  charge  of  the  bank's  money  and  it  is  his  duty  to 
cash  checks  and  make  all  payments  called  for  in  the  business  of 
the  bank.    He  must  be  in  close  touch  with  the  accounts  of  the 
depositors  and  be  familiar  with  their  signatures.     In  a  country 
bank  like  the  Athens  National,  he  must  know  most  of  the"  de- 
positors by  sight  and  name,  for  he  is  in  many  instances  the 
only  point  of  contact  with  the  bank's  customers. 

Payment  on  account  of  a  depositor  normally  is  made  on 
presentation  of  an  order  or  check,  the  form  of  which  was 
shown  in  Figure  5.    When  a  check  is  presented  for  payment 
it  is  examined  in  the  same  manner  aind  for  the  same  reasons 
as  in  the  case  of  a  deposit.    ?/hen  the  teller  is  uncertain 
of  the  financial  responsibility  of  the  drawer  or  endorser 
of  the  check  he  will . communicate  with  the  bookkeeper,  or 
perhaps  call  on  the  telephone  another  bank  on  which  the 
check  may  be  drawn.     Otherwise  the  one  presenting  the  check 
must  be  "identified"  or  secure  an  endorsement  on  the  check 
that  is  satisfactory  to  the  teller. 

Checks  of  depositors  are  often  presented  to  be  "cer- 
tified. 7  This  is  a  guarantee  by  the  bank  that  the  check  is 
"good, "and  will  be  paid  on  presentation  if  properly  endor- 
sed.    A  check  is  certified  by  stamping  on  its  face  the  word 
"Certified"  or  "Good" jmoreover, , the  signature  of  the  cashier 
is  necessary  to  complete  the  certification.  See  Figure  7, 
on  the  next  page.     Certification  makes  the  bank  responsible 
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Figure  7.  Certified  Check. 

for  payment  instead  of  the  drawer.  When  a  check  is  certified, 
it  must,  therefore,  be  approved  by  the  bookkeeper  and  a  charge 
slip,  Figure  8,  made  out  to  the  customerTs  account.  This  form 
is  a  bound  book  of  triplicate  sheets,  three  forms  to  the  page. 
The  white  sheet  is  mailed  to  the  customer;  the  tissue  retained 
as  a  permanent  record;  the  yellow  form  goes  to  the  bookkeeper 
as  the  charge  slip.  This  form  is  used,  not  only  for  certified 
checks,  but  also  for  any  other  charge  to  a  customer!s  account. 
Copy  of  the  form  is  shown  on  next  pa^e. 

^hen  the  teller  pays  a  check,  he  stamps  it  on  the  face 
with  his  number  so  that  any  errors  may  be  traced.     He  then 
makes  an  entry  on  a  memorandum  cash  sheet.    During  the  day 
these  items  are  entered  in  'batches"  under  the  appropriate 
titles  on  the  teller's  proof  sheet  and  the  checks  and  other 
items  are  delivered  to  the  proof  book  clerk.     The  teller's 
cash.,  or  proof,  sheet  now  shows  all  receipts  and  payments  of 
whatever  nature.      To  the.  "previous  cash"  there  ose  added  the 
receipts  and  deductions  are  made  for  the  payments.     The  dif- 
ference, or  balance,  if  no  mistake  is  made  will  agree  with 
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Figure  8.  Charge  Slip  Book  for  Customer's  Accounts. 
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the  total  cash,  on  hand,  which  is  shown  in  the  upper  right 
hand  side  of  the  statement.     This  balance  is  the  "previous 
cash,T  for  the  next  day.     "Over"  or  "short"  cash  is  indicated 
and  the  error  must  be  located,  if  possible.     The  balance  or 
proof  must  agree  also  with  the  amount  shown  on  the  proof 
book  in  the  hands  of  the  proof  book  clerk. 

In  the  course  of  the  day's  work  the  teller  may  be  asked 
to  make  up  "change"  (currency  and  coins  in  small  denomination) 
for  the  stores  in  the  community;  to  prepare  payrolls  for  the 
small  factories  and  for  the  mines;  and  to  supply  small  change 
to  any  one  who  happens  to  request  it.     He  may  also  be  asked 
by  a  depositor  to  "stop-payment"  on  a  check.  Stop-payment 
orders  are  usually  signed,  but  the  Athens  National  Bank  ac- 
cepts responsibility  on  oral  instructions  either  at  the  bank 
or  over  the  telephone.     A  memorandum  is  made  and  stop-payment 
orders  are  filed  alphabetically  in  a  convenient  place  for  the 
tellers  and  bookkeepers.    The  teller  usually  puts  up  a  card 
near  his  window  as  further  warning  to  be  on  the  lookout  for  • 
the  check  if  it  is  likely  to  be  presented    at  his  window. 
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9.  LOANS  A35TD  DISCOUNTS. 

Of  the  bank's  employees,  the  note  teller,  or  discount 
clerk,  ranks  third  in  importance.     It  is  his  duty,  when 
authorized  by  the  directors,   to  look  after  the  making  of 
loans,  to  calculate  discount  and  interest,  and  to  receive 
payment  on  notes.     In  the  Athens  National  Bank,  however, 
the  Assistant  Cashier  has  all  loans  in  immediate  charge. 
Only  the  clerical  work  of  recording  and  calculating  is  per- 
formed by  the  note  clerk,  who  also  looks  after  the  proof 
book.    Another  significant  variation  in  this  bankTs  prac- 
tice is  the  fact  that  practically  all  credit  advances  are 
made  as  loans.    Discounting  is  done  in  small  volume  for 
business  men  who  have  trade  acceptances  to  present,  but 
the  large  volume  of  accomodations  are  made  in  the  form  of 
loans  which  bear  interest. 

These  loans  are  evidenced  by  notes  of  two  general  types. 
One, the  ordinary  type  shown  in  Figure  9,  is  a  written  prom- 


f igure 


7  7. 
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ise  to  pay  to  the  bank  a  stated  amount  at  a  specified  time 
and  is  therefore  a  time,  or  promissory  note.     The  other, 
shown  in  Figure  10,  is  a  collateral  note,  so  called  because 
the  promissory  note  is  secured  by  a  pledge  of  designated  ' 
property,  usually  securities.     The  terns  of  these  instru- 
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after  date  for  value  received,  we,  or  either  of  us, 


promise  to  pay 

The  Athens  National-  Bank  Athens,  Ohio,  or  order,  Iff 
I  Dollars, 


with  interest  at 


per  cent. 


And  we  authorize  and  empower  any  Attorney  of  any  Court  of  Record  of  the  State  of  Ohio,  or  elsewhere  in  the 
United  States,  at  any  time  after  the  above  sum  becomes  due,  to  appear  for  us,  or  either  of  us,  and  confess  judgment 
for  the  said  amount,  interest  and  costs,  in  favor  of  the  legal  holder  of  this  note,  and  release  all  errors  and  the  right 
of  appeal. 

And,  having  deposited  with  the  said  Bank  as  collateral  security  for  payment  of  this,  or  any  other  liability  or  | 

I  liabilities  of  to  said  Bank,  now  due,  or  to  become  due,  or  that  may  be  hereafter  contracted,  the 

II  following  property,  viz: 


If 

1 

S 


We  hereby  authorize  the  said  Bank  to  sell  said  property  at  public  or  private  sale,  at  its  option,  on  the  non-per- 
formance of  this  promise,  or  the  non-payment  of  any  the  liabilities  above  mentioned,  or  at  any  time  or  times  thereafter, 
without  demand,  advertisement  or  notice,  applying  the  net  proceeds  to  the  payment  of  any  and  all  liabilities  above  | 

mentioned,  including  interest  due,  and  accounting  to   for  the  surplus  if  any.  In 

case  of  deficiency,  I  promise  to  pay  the  said  Bank  the  amount  thereof  forthwith  after  such  sale. 


Figure  10.  Form  of  Collateral  Note. 
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ments  may  readily  be  comprehended  by  reading  the  face  of  the 
notes. 

When  due,  the  note  in  the  bank's  portfolio  may  be  charged 
to  the  account  of  the  maker  the  same  a  s  a  check,  or  it  may 
be  paid  by  cash  or  check,  or  it  may  be  renewed  in  whole  or  in 
part. 

A  departure  from  the  usual  theory  of  bank  credit,  which 
assumes  short- time ,  self -liquidating  loans,  is  the  fact  that 
many  loans  made  by  the  Athens  National  Bank  are  admittedly 
long-time  "capital11  loans  by  virtue  of  frequent  renewal.  The 
management  admit  that  in  a  large  commercial  center  they  would 
be  more  cautious  about  loans  of  this  type,  but  find  it  im- 
possible to  escape  the  practice  in  their  community.  However, 
very  few  "demand"  notes  (with  indefinite  maturity)  are  taken. 
Loans  are  made  for  sixty  to  ninety  days  and  the  borrower  is 
under  the  necessity  of  calling  at  the  bank,  paying  the  inter- 
est when  due,  and  arranging  for  an  extension  of  time  by  making 
a  new  note.    This  gives  the  cashier  a  chance  to  "get  a  line" 
on  the  borrower,  his  present  status  and  future  prospects. 

On  loans  of  f5d0  or  over  a  financial  statement  is  re- 
quested from  the  borrower.     On  loans  of  ^1000  or  more  a  state- 
ment must  be  submitted.     If  the  borrower  is  an  individual  the 
form  shown  in  Figure  11  is  used.     This  is  a  simple  statement 
of  assets  and  liabilities  and  a  little  supplementary  informa- 
tion as  shown.     On  the  basis  of  this  and  what  the  cashier 
knows  concerning  the  borrower's  reputation  and  character  a  re- 
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tion on  date  named  below,  and  hereby  agree  to  notify  you  immediately  in  writing  of  any  materially  unfavor- 
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NOTES  PAYABLE  TO  OFFICERS,  DIRECTORS 
AND  STOCKHOLDERS 



ACCOUNTS  RECEIVABLE  OF  CUSTOMERSV- 
PAST  DUE 

NOTES  PAYABLE  TO  OTHERS 

MERCHANDISE— FINISHED 

ACCOUNTS  PAYABLE-NOT  DUE 

MERCHANDISE— IN  PROCESS — UNFINISHED 

 1 

H 

ACCOUNTS  PAYABLE— PAST  DUE 

MERCHANDISE— RAW  MATERIAL 

ACCOUNTS  PAYABLE  TO  OFFICERS. 
DIRECTORS  AND  STOCKHOLDERS 

MERCHANDISE— PAID  FOR  BY  NOTES,  CASH 
OR  ACCEPTANCES  BUT  NOT  DELIVERED 

DEPOSITS  OF  MONEY  WITH  THIS  COMPANY 



U.  S.  GOV'T  OBLIGATIONS 

PROVISION  FOR  FEDERAL  TAXES 

OTHER  ACTIVE  ASSETS — (Itemize  on  Page  3) 

ACCRUED  INTEREST,  OTHER  TAXES,  ETC 

TOTAL  QUICK  ASSETS 

ANY  OTHER  QUICK  LIABILITIES— 
(Itemize  on  Page  3) 

- 

DUE  FROM  CONTROLLED 
OR  SUBSIDIARY  < 
CONCERNS 

FOR  MERCHANDISE 

TOTAL  QUICK  LIABILITIES 

FOR  ADVANCES 

MORTGAGES  OR  LIENS  ON  REAL  ESTATE 

STOCKS,  BONDS  AND  INVESTMENTS 
(Itemize  on  Page  3) 

BONDED  DEBT 

LAND 

CHATTEL  MORTGAGES 



BUILDINGS 

ANY  OTHER  LIABILITIES— Itemize 

— 

MACHINERY,  EQUIPMENT  AND  FIXTURES 

TOTAL  LIABILITIES 

HORSES,  WAGONS  AND  AUTOMOBILES 

RESERVES— Itemize 

NOTES  RECEIVABLE— DUE  FROM  OFFICERS. 
STOCKHOLDERS  AND  EMPLOYEES 

ACCOUNTS  RECEIVABLE— DUE  FROM  OFFICERS 
STOCKHOLDERS  AND  EMPLOYEES 

GOODWILL,  PATENTS  AND  TRADE  MARKS 

I 

CAPITAL  STOCK— PREFERRED  OUTSTANDING 

STORES,  SUPPLIES,  ETC. 

CAPITAL  STOCK— COMMON  OUTSTANDIN( 

i 

DEFERRED  ASSETS— Itemize 

CAPITAL  STOCK  j  NO-PAR  VALUE 

! 

OTHER  ASSETS— Itemize 

'  NO.  SHARES 

UNDIVIDED  SURPLUS— (See  Page  2) 

TOTAL 

TOTAL 

LIABILITY  UPON  TRADE  ACCEPTANCES  AND/OR  NOTES  RECEIVABLE  DISCOUNTED  OR  SOLD 

LIABILITY  UPON  TRADE  ACCEPTANCES  AND/OR  NOTES  RECEIVABLE  ASSIGNED  OR  PLEDGED 

LIABILITY  UPON  CUSTOMERS'  ACCOUNTS  SOLD,  ASSIGNED  OR  PLEDGED 

LIABILITY  UPON  ACCOMMODATION  PAPER  OR  ENDORSEMENTS  OR  UPON  NOTES  EXCHANGED  WITH  OTHERS 

LIABILITY  AS  GUARANTOR  FOR  OTHERS  ON  NOTES.  ACCOUNTS  OR  CONTRACTS 

LIABILITY  FOR  BONDS  OR  UNFINISHED  CONTRACTS 

ANY  OTHER  CONTINGENT  LIABILITY 

TOTAL  CONTINGENT  LIABILITIES 

Form  13.  ITew  Type  Statement  for  Corporations. 
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CONDENSED  INCOME.  OR  PROFIT  AND  LOSS  STATEMENT  FOR  THE  PERIOD  BEGINNING. 


192 


INMMF 

nnAnc  airl7a 

unwa  j.\utiu   .  ■  

ifTtravo  urn  UTOWlMfF^   



NET  SALES 

FROM  INVESTMENTS 

FROM  DISCOUNTS  ON  PURCHASES 

FROM  OTHER  SOURCES— Itemize 

TOTAL  INCOME 

|  1 

EXPENSE 


COST  OF  MATERIAL  OR  MERCHANDISE  CONSUMED.  To  inventory  at  beginning  of  the  year,  add  all 
purchases  made  during  the  year,  and  rom  that  total  dedueti  nventory  of  current  year.  

ACTUAL  EXPENSE  OF  CONDUCTING  BUSINESS,  INCLUDING  RENT,  INSURANCE,  ETC. 

SALARIES  PAID  TO  OFFICERS  

INTEREST  ON  BORROWED  MONEY  AND  BONDS  


BAD  DEBTS  CHARGED  OFF  

DEPRECIATION  CHARGED  OFF   

FEDERAL  TAXES  ACTUALLY  PAID  DURING  THE  YEAR   

*  RESERVED  FOR  FEDERAL  TAXES  FOR  THE  CURRENT  YEA  R_ 
RESERVED  FOR  OTHER  PURPOSES  


TOTAL  CHARGES 


NET  PROFIT  OR  LOSS 


•NOTE:— Ir  No  Provision  Has  Beih  Mads  Ton  Patmint  ot  Federal  Taxis  roa  Current  Yiab.  Stati  Estimated  Amount 


.  $  


RECONCILEMENT  OF  SURPLUS 


UNDIVIDED  SURPLUS  AT  CLOSE  OF  PREVIOUS  FISCAL  YEAR 

ITEMS  NOT  APPLICABLE  TO  CURRENT  YEAR: 

ADD  

ADD  _  


DEDUCT 
DEDUCT 


NET  ADDITION  OR  DEDUCTION  

BALANCE 

NET  PROFIT  OR  LOSS  AS  ABOVE  

LESS  DIVIDENDS  i™™D< ™R  CENT, 

(.COMMON      (  PER  CENT) 

UNDIVIDED  SURPLUS  (See  First  Paof:)  . 


DETAILS  RELATIVE  TO  ASSETS 
(Fox  in  Replies  to  All  Details  Following,  Using  thu  Words  "Yes,"  "No"  on  "None"  Wuen  Tuet  Applt.) 
CASH-NAMES  OF  ALL  BANKS  WHERE  ACCOUNTS  ARE  MAINTAINED  


NOTES  RECEIVABLE  OF  CUSTOMERS— WHAT  AMOUNT  DOES  NOT  REPRESENT  MERCHANDISE  SALES?  

AMOUNT  THAT  IS  PROBABLY  UNCOLLECTIBLE?   AMOUNT  PAST  DUE- 
ACCOUNTS  RECEIVABLE  OF  CUSTOMERS-WHAT  AMOUNT  DOES  NOT  REPRESENT  MERCHANDISE  SALES?  

AMOUNT  THAT  IS  PROBABLY  UNCOLLECTIBLE?  

WHAT  ARE  YOUR  USUAL  TERMS  OF  SALE?  

GIVE  NAMES  OF  CONCERNS  TO  WHICH  YOU  SELL  IN  LARGE  QUANTITIES  


MERCHANDISE— AVERAGE  AMOUNT  CARRIED?  LAST  INVENTORY  TAKEN  BY  WHOM!  

DATE?    ON  WHAT  B.ASIS  FIGURED  FOR  FINISHED!  

FOR  UNFINISHED  IN  PROCESS?  FOR  RAW  MATERIAL?  

AMOUNT  INCLUDED  IN  YOUR  A8SETS  FOR  WHICH  THE  INVOICES  HAVE  NOT  YET  BEEN  ENTERED  AS  LIABILITII ■ 

AMOUNT  PLEDGED?  AMOUNT  IN  OUTSIDS  WAREHOUSES?  HELD  UNDER  TRUST  RECEIPT? 

UNDER  CONSIGNMENT.  ANY  ADVANCE  COMMITMENTS  


DUE  FROM  CONTROLLED  OR  SUBSIDIARY  CONCERNS: — 


Name  or  Concern 

LOCATION 

Foe  Advances 

When  Due 

Fob  Mbchandise 

TERMS 

t 

s 

1 

STOCKS,  BONDS  AND  INVESTMENTS— GIVE  DESCRIPTION  AND  VALUES. 


LAND  AND  BUILDINGS: 


Description  and  Location 

Title  in  Whose  Name 

Assessed  Value 

Appraised  Value 

Mortgages 

Name  or  Mortgagees 

Insurance 

S 

$ 

$ 

$ 

18  INSURANCE  IN  OLD  LINE  COMPANIES,  OB  MUTUAL  COMPANIES?...  

IF  BOOK  VALUE  HAS  DECREASED  OR  INCREASED  DURING  THE  YEAR,  ACCOUNT  FOR  SAME. 


MACHINERY,  EQUIPMENT  AND  FIXTURES— ASSESSED  VALUE  $   

WHAT  AMOUNT  HAS  BEEN  CHARGED  TO  DEPRECIATION  DURING  THE  LAST  YEAR  ON  THIS  ITEM? 


WHAT  AMOUNT  IS  OWING  FOR  MACHINERY,  EQUIPMENT,  ETC.?..  

NOTES  AND  ACCOUNTS  RECEIVABLE — DUE  FROM  OFFICERS,  STOCKHOLDERS  AND  EMPLOYEES:— 


Name 

Amount 

Date 

Date  Dub 

Is  It  Secured? 

How? 

Represents  What? 

% 

DETAILS  RELATIVE  TO  LIABILITIES 
NOTES  PAYABLE— NAME  YOUR  BANKS  AND  BROKERS  AND  CREDIT  LINE  WITH  EACH..  


STATE  MAXIMUM  AMOUNT  BORROWED  FROM  ALL  SOURCES  AT  ANY  ONE  TIME  DURING  FISCAL  YEAR  $  DATE. 

STATE  MINIMUM  AMOUNT  BORROWED  FROM  ALL  SOURCES  AT  ANY  ONE  TIME  DURING  FISCAL  YEAR  $  ...DATE 

DO  YOUR  BRANCHES  OR  SUBSIDIARY  CONCERNS  BORROW  LOCALLY?  ....WHERE?  

ARE  ANY  OF  YOUR  NOTES  ENDORSED  OR  GUARANTEED?  BY  WHOM?  

STATE  NET  WORTH  OF  EACH  ENDORSER— OUTSIDE  OF  INTEREST  IN  THIS  BUSINESS—  


AMOUNT  OF  YOUR  NOTES  PAYABLE  SECURED  BY  COLLATERAL  $  DESCRIBE  THE  COLLATERAL. 


ACCOUNTS  PAYABLE— WHAT  ARE  YOUR  AVERAGE  TERMS  OF  PURCHASE?..    - 

  DO  YOU  DISCOUNT?. 

GIVE  NAMES  AND  ADDRESSES  OF  CONCERNS  FROM  WHICH  YOU  BUY  —   


Name                                                                       Street  Address 

Citt  and  State 

DEPOSITS  OF  MONEY  WITH  THIS  COMPANY— BY  WHOM?.  _  ._. 

ON  TIME  OR  DEMAND?  AMOUNT  SECURED  BY  COLLATERAL  $. 

OTHER  CURRENT  LIABILITIES— Itemize:    _  


BONDED  DEBT— WHEN  DUE?  INTEREST  RATE? 

AMOUNT  AUTHORIZED  $  AMOUNT  ISSUED  $  

AMOUNT  TO  BE  RETIRED  DURING  COMING  FISCAL  YEAR  $   


 ON  WHAT  ASSETS  A  LIEN?... 

 WHO  IS  TRUSTEE?  

SINKING  FUND  REQUIREMENTS 


CHATTEL  MORTGAGES— TO  WHOM?  ON  WHAT  ASSETS  A  LIEN?. 

LEASES— DURATION  RENTAL  PER  ANNUM 

LOCATION  OF  PROPERTY  


MISCELLANEOUS 


CORPORATION  ORGANIZED— WHEN?  ...UNDER  LAWS  OF  WHAT  STATE?   

CAPITAL— HOW  PAID  IN?— CASH  $  OTHER  PROPERTY  AND  HOW  VALUED?  

PREFERRED  AUTHORIZED  $  .PAR  VALUE...  COMMON  AUTHORIZED  PAR  VALUE  

ARE  PREFERRED  STOCK  DIVIDENDS  CUMULATIVE?  DIVIDEND  RATE?  PRESENT  UNPAID  ACCUMULATION  $. 

IN  WHAT  STOCK  IS  VOTING  POWER  VESTED?.  

INSURANCE— FIRE  INSURANCE  CARRIED— ON  MERCHANDISE  $  ON  MACHINERY,  EQUIPMENT  AND  FIXTURES  $_  

IS  THE  INSURANCE  CARRIED  BY  OLD  LINE  OR  BY  MUTUAL  COMPANIES?  -  - 

CREDIT  INSURANCE  CARRIED  ON  NOTES  AND  ACCOUNTS  RECEIVABLE  $_  

LIABILITY  INSURANCE  CARRIED  $_  LIFE  INSURANCE  CARRIED  

ON  WHAT  OFFICERS?  

USE  AND  OCCUPANCY  INSURANCE?  BENEFICIARY?  


OFFICERS  (Name  in  Full) 

Number  or  Sharer  Held 

Residence  Address 

Preferred 

Common 

PRESIDENT.  

VICE-PRESIDENT   

SECRETARY  



TREASURER  

NAME  OFFICERS  WHO  ARE  AUTHORIZED 
TO  SIGN  NOTES  OF  THE  CORPORATION 


3D  J- 


TIME  OF  YEAR  RECEIVABLES  GENERALLY  MAXIMUM  MINIMUM. 

TIME  OF  YEAR  MERCHANDISE  GENERALLY  MAXIMUM  MINIMUM. 

STATE  NET  SALES  FOR  THE  PAST  THREE  YEARS — 19  $  19  t  

WHERE  IS  YOUR  PRINCIPAL  SALES  TERRITORY?  

IF  YOUR  BOOKS  HAVE  BEEN  AUDITED  BY  A  CERTIFIED  PUBLIC  ACCOUNTANT,  GIVE  NAME  OF  ACCOUNTANT  AND  DATE  OF  AUDIT. 


18. 


ARE  THERE  ANY  JUDGMENTS  UNSATISFIED,  OR  SUITS  PENDING  AGAINST  YOUR  CORPORATION,  AND  FOR  WHAT  AMOUNT?. 


GIVE  DATE  YOU  REGULARLY  TAKE  INVENTORY  AND  CLOSE  YOUR  BOOKS  

HAVE  YOUR  FEDERAL  INCOME  TAX  RETURNS  BEEN  SUBJECTED  TO  FIELD  AUDIT  EXAMINATION?. 
IF  SO  WHAT  YEARS  HAVE  BEEN  REVIEWED?  


The  foregoing  has  been  carefully  read  by  the  undersigned  and  Is  made  you  for  the  purpose  of  securing  credit  from  time  to  time  in  whatever  form.  We  hereby  certify  it  is  a  true  and  correct 
exhibit  of  our  financial  condition  and  may  be  treated  by  you  as  a  continuing  statement  thereof  until  replaced  by  a  new  statement  or  until  we  specifically  notify  you  of  change  therein.  In  consider- 
ation of  any  such  credit  which  you  may  advance  to  us,  we  agree  that  if  at  any  time  this  statement  shall  prove  incorrect,  in  your  judgment,  as  a  statement  of  our  then  condition,  or  if  at  any  time 
by  reason  of  insolvency,  application  for  receiver,  or  any  act  or  omission  on  our  part  in  your  judgment  such  credit  is  prejudiced  or  impaired,  all  or  any  of  our  obligations  to  you,  whether  direct , 
Indirect,  contingent  or  fixed,  shall  Immediately  stand  due  and  payable  without  demand  upon  or  notice  to  us,  and  any  money  or  other  property  owned  by  us  and  in  your  possession  In  whatever 
capacity  may  In  your  discretion  be  held  and,  without  prior  notice  to  us,  sold  and  or  applied  by  you  against  any  of  our  such  obligations  to  you. 


CORPORATE  NAME. 


DATE  SIGNED  -  19. 


BY. 


(Officer's  Title  Most  Be  Given) 


NOTE:— If  you  have  any  difficulty  In  filling  In  the  foregoing  statements  and  questionary,  the  Credit  Department  of  this  bank  Is  prepared  to  extend  you  courteous  and  intelligent  service.  In  fact 
we  solicit  your  co-operation  and  acquaintance  with  our  credit  methods. 
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commendation  is  made  to-  the  loan  committee.     If  the  "borrower  is 
a  corporation  it  has  "been  the  practice  to  ask  for  the  statement 
shown  in  Figure  12.  and  a  considerable  number  of  these  are.  now 
in  the  credit  file  of  the  bank.     This  is  not  a  satisfactory  forn 
for  a  loan  of  any  size,  since  it  is  in  effect  only  a  brief  bal- 
ance sheet.     Form  13  is  now  being  used  for  corporation  loans. 
It  will  be  readily  seen  that  this  is  a  better  balance  sheet  ar- 
rangement and  that  the  supplementary  information  .given  in  the 
income  statement  and  the  accompanying,  schedules  are  a  more  ade- 
quate basis  for  credit  extension.    As  remarked  by  the  cashier: 
"Not  what  a  firm  has ,  but  what  it  is  making  interest  us.  If 
a  concern  is  not  making  money  it  can  not  pay  its  debts.  We 
have  no  desire  to  sxie  or  foreclose  on  a  note  and  this  form  of 
statement  together  with  what  we  know  about  the  members  of  a 
firm  gives  us  the  information  which  we  need  to  be  of  service 
in  a  financial  way."    A  close  scrutiny  of  this  statement  will 
showi   the  type  of  information  to  which  the  cashier  referred. 

Once  the  loan  or  discount  is  arranged,  a  note  is  made  and 
presented  to  the  Assistant  Cashier.     It  is  then  sent  to  the 
note  clerk  and  recorded  in  the  note  register.     In  this  parti- 
cular bank  a  one-copy  register  is  used.     It  consists  of  a  set 
of  three  ruled  sheets  of  different  colors  as  shown  in  Fig-are  14. 
All  sliee ts  are  ruled  the  same  and  are  so  arranged  that  they  may 
be  bound  in  a  post-binder  cover.     The  first  copy  indicates  the 
liability  of  the  maker  or  endorser  of  the  note.     This  is  filed 
alphabetically  and  is  known  as  the  "liability  ledger."  The 
pink  copy  is  bound  as  a  discount  "register .     The  third  (yellow) 


Date  Discounted 


THE  ATHENS  NATIONAL  BANK  No  

ATHENS,  OHIO 

MATURITY  TICKLER  Due  

Maker 
Address 

THE  ATHENS  NATIONAL  BANK  No.__ 

ATHENS,  OHIO 

DISCOUNT  REGISTER  Due  

Maker 

THE  ATHENS  NATIONAL  BANK  No._ 

ATHENS,  OHIO 

LIABILITY  AS  Endorser  Due  

Maker 
Address 
Where  Payable 
Discounted  for 


Date  Discounted 


Date  Discounted 
Remarks 


DATE  OF  PAPER 


TIME 


Mos. 
Days 


RATE 


PROCEEDS 


CHARGES 


Disc.  ; 
Each 


AMOUNT  of  N( 


*              ENDORSERS  OF  COLLATERAL 

PAYMENTS  AND  BALANCE 

Month 

Day 

Year 

Amount 

Balance 

 j 
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'orm  14.  The  Note  Register. 


t 


r 


sheet  is  filed  by  date  as  a  "maturity  tickler"  to  indicate 
the  due  date  of  the  note .    Entries  for  payment  of  principal 
and  interest  are  uc.de  in  the  proper  spaces  as  shown  on  the 
forms.    About  once  each  week  totals  are  run  from  the  "liability 
ledger"  to  see  if  it  is  in  balance  with  the  Loans  and  Discount 
account  in  the  General  Ladger.    When  notes  are  paid  the  filed 
copies  are  removed  from  the  registers  and  put  in  storage  files. 

^lien  a  note  is  discounted  for  a  customer  the  proceeds  are 
credited  to  his  account  by  means  of  a  deposit  slip  and  the  . 
amount  of  the  discount  is  credited  to  the  Unearned  Interest 
account  in  the  General  Ledger  by  means  of  a  credit  slip, 
Figure  15,  which  is  used  as  basis  for  the  General-  Journal  or- 
iginal entry. 


CREDIT 


Date. 


Account. 


DESCRIPTION 

AMOUNT 

Approved  by  Total 

FORM  452 


Figure  15.  Credit  Slip  for  General  "Bookkeeper. 
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The  face  amount  of  the  note  is  then  charged  to  Loans  and  Dis- 
counts in  the  General  Ledger  by  means  of  a  charge  slip,  Figure 
16. 


DEBIT 


Date- 


Account. 


DESCRIPTION 

AMOUNT 

Approved  by  Total 

FORM  452  *H- 


Figure  16.  Debit  Slip  for- General  Bookkeeper. 

The  note  is  filed  in  the  portfolio  under  its  due  date.  How- 
ever, most  advances  are  made  by  the  Athens  National  Bank  as 
straight  loans ;  the  result  is  that  most  entries  are  made  at 
the  face  value  of  the  note  both  in  the  depositors  account  and 
in  the  Loans  and  Discounts  account  in  the  ledger,  the  inter- 
est being  brought  on  the  books  as  it  is  earned  by  means  of 
charges  to  the  customer's  account  and  credits  to  the  Interest 
account  in  the  ledger. 

Ten  days  prior  to  the  maturity  of  the  note  a  written 
notice  is  sent  to  the  maker  and/or  endorser.     This  notice 


• 


simply  cites  the  amount  of  the  obligation,  to  whom  payable, 
and  indicates  the  precise  date  on  which  it  falls  due.  Re- 
quest is  made  of  the  maker  to  arrange  to  meet  the  obligation 
promp tly . 

If  a  note  is  not  paid  at  maturity,  or  otherwise  cared 
for,  it  is  sent  out  to  a  notary  for  "protest".    Protest  is 
a  legal  procedure  by  which  the  bank  makes  a  formal  demand* 
on  the  maker  for  payment  by  means  of  a  certificate  of  pro- 
test.    This  is  attached  to  the  note  and  notice  is  sent  to 
the  maker,  or  makers,  and  to  each  endorser,  if  any.     If  no 
arrangements  are  then  made  the  banks  takes  such  legal  action 
as  is  necessary  to  collect  the  amount  due  and  the  expenses 
of  the  collection.     The  careful  loan  policy  of  this  bank  has 
limited  the  suits  on  notes  to  a  very  few  each  year.  Natur- 
ally the  bank  has  no  desire  to  be  known  in  the  community  as 
one  which  will  readily  sue  or  foreclose. 
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10.  COLLECTIONS  AND  CORRESPONDENCE. 

The  collection  and  transit  clerk  ranks  in  importance 
next  to  last  of  the  bank's  clerks.     It  is  her  duty  to  take 
charge  of  the  drafts  and  other  items  received  by  the  bank 
for  collection  and  follow  such  procedure  as  may  be  neces- 
sary to  insure  collection,  at  the  proper  time.  Collections 
are  made,  remittances  are  sent,  and  items  for  collection  are 
forwarded  to  the  bank's  correspondents.     These  are  banks 
located  in  larger  financial  centers  that  make  a  practice  of 
handling  collection  and  transit  items  for  country  banks. 
The  correspondents  of  the  Athens  National  Bank  are:  The  First 
National  Bank  of  Cincinnati,  the  Huntington  National  Bank  of 
Columbus,  The  Continental  and  Commercial  National  Bank  of 
Chicago,  The  Chase  National  Bank  of  New  York  City,  and  by 
virtue  of  membership  the  Federal  Reserve  Bank  of  Cleveland. 
With  these  banks  the  Athens  National  maintains  deposit -bal- 
ances on  which  it  can  draw  at  any  time.     To  them  it  sends 
all  items  that  come  to  it  for  collection  out  of  town. 

A  draft,  Figure  17,  is  an  order  generally  made  by  one 

Stfye  Attytnz  National  Hank 


|  Athens,  Ohio,  192. 

J-j  &   Pay  to  the 

o  o  j    DOLLARS 

£  .2  I 


!  order  of  ,  $ 


H  |  Value  received  and  charge  the  same  to  account  of 
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Figure  17.  Form  of  Draft. 
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person  on  his  funds  in  the  hands  of  another  person,  often  in 
favor  of  a  third  person*     It  may  be  drawn  when  the  drawer  has 
no "funds  in  the  hands  of  the  drawee  if  he  has  reason  to  believe 
that  it  will  be  honored.    Drafts  are  drawn  on  demand,  at  sight, 
or  on  time.    Acceptance  of  a  time  draft  makes  the  acceptor  lift 
able  for  payment  at  the  due  date. 

When  a  draft  is  received  for  collection  by  the  bank  from 
one  of  its  customers,  he  is  notified  of  it  by  mail  or  telephone 

or  on  occasion  by  messenger.    As  the  items  are  received  for 
collection  they  are  entered  in  the  collection  register,  form 
of  which  is  shown  in  Figure  18,  on  the  next  page.     The  illus- 
tration shows  what  information  is  recorded  and  no  explanation 
need  be  made  except  to  say  that  the  entries  can  not  be  com- 
pleted until  the  disposition  of  the  draft  is  known  and  credit 
is  given  or  a  remittance  is  made.     The  yellow  form  goes  to  the 
bookkeeper  for  entry  and  is  filed  for  permanent  loose-leaf 
record  of  the  transaction.     Once  each  week  totals  are  run  from 
the  register  to  see  if  it  agrees  with  the  ledger  accounts.  If 
credit  is  given  on  collection  of  a  draft,  a  notice,  Figure  19, 
is  sent  to  the  correspondent  bank.     If,  for  reason  checked, 
the  draft  must  be  returned  Figure  20  is  the  form  used.  This 
is  also  used  when  other  items  such  as  checks  or  notes  are  re- 
turned. 

When  the  items  are  sent  for  collection  the  form,  Figure 
21,  is  clipped  to  them.  This  blank  is  bound  in  pages  of  three 
with  appr opiate  stub  from  which  a  memorandum  charge  can  be  made 
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Figure  18.  Specimen  Sheets  from  the  Collection  Register 
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THE  ATHENS  NATIONAL  BANK 

Athens,  Ohio,  192 


We  Credit 


Number 

Payer 

Amount 

THE  ATHENS  NATIONAL  BANK 

fi 


Figure  19.  Credit  Notice  Sent  to • Correspondents . 


Returned  The  Athens  National  Bank,  Athens,  Ohio 


by 


REASON  CHECKED 


□  Account  attached 
[H|  Account  closed 
£j  Alteration 

□  Body  and  figures  differ 
[J  Check  sent 

□  Date 

[J  Drawn  against  uncollected 
items 

Q  Endorsement  missing 

□  Endorsement  of  bank  missing 
Q  Endorsement  not  correct 

□  Filling 

□  Guarantee  amount 
Q  Insufficient  funds 
Q  Maker  deceased 

~3  Never  pays  drafts 
|  |  No  account 

□  No  authority  to  pay 

GAYLORD  BROS..  MAKERS.  SYRACUSE. 


□  No  response  to  notice 

□  No  funds 

Q  Not  on  par  list 
Q  Not  properly  drawn 
Q  Pass  book  necessary 
|  |  Payment  refused 

□  Payment  stopped 

□  Post  dated 

□  Protested 

□  Recalled 

□  Receipt  not  signed 

□  Refused 

□  Sent  us  in  error 

□  Signature  incorrect 
Q  Signature  missing 
Q  Witness  to  mark 

□   . 


N.  Y, 


Figure  20.  Return  Slip  Sent  to  Correspondents. 
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THE  ATHENS  NATIONAL  BANK,  ATHENS,  OHIO 

Please  Report  by  Our  Number 

TO    


MCBEE.  ATHENS.  O.    FORM-C  55 


Date  Sent 

PAYER 

Amount 

Due 

ENDORSER 

Special  Instructions 


NO  PROTEST 

We  will  appreciate  prompt  returns  on  the  item  enclosed  herewith  for  collection.  Deliver  documents  attached  only  upon  payment. 

If  unpaid,  please  give  reasons,  and  do  not  hold  for  convenience  of  payer. 


Figure  21.  Sent  with  Collection  Items  to  Correspondents. 

Upon  receipt  of  advice  from  the  correspondent,  the  bank  makes 
such  entries  as  a  re  necessary.    For  example,  if  the  bank  is 
credited  by  the  correspondent,  the  correspondent T s~ account  is 
charged  and  the  customer's  account  will  be  credited  with  the 
proceeds  of  the  collection  (i.e.  face  of  draft  less  the  ex- 
change charge,  if  any)  and  collections  (exchange)  is  credited 
with  the  profit  of  exchange. 

when  items  are  sent  for  credit  or  for  collection,  either 
to  correspondents  or  to     the  Federal  Reserve  Bank,  they  are 
listed  on  an  exchange  sheet,  Figure  22,  and  mailed  in  "batches 
to  the  proper  correspondent.    WMn  letters  of  advide  are  re- 
ceived appropriate  entries  are  made  as  described  above.  \- 


THE  ATHENS  NATIONAL  BANK 

ATHENS,  OHIO 

CAPITAL,  $100,000.00 

Enclosed  find  for  our  credit  CASH  Items  as  stated  below: 
Correspondents  are  not  authorized  to  hold  collections  for  the  convenience  of   parties.     Protest  all 

paper,  Unless  otherwise  instructed  by  us  and  Return  immediately.    ADVISE  THIS  DATE. 

Do  not  protest  items  $10.00  or  under,  or  those  stamped  (^°;™)  or  with  a  similar  stamp   of  a 

preceding  endorser. 

J.  H.  McCLURE,  Cashier 


AMOUNT 


PAYER 


ENDORSER 


CD 


THE  ATHENS  NATIONAL  BANK 

ATHENS,  OHIO 

CAPITAL,  $100,000.00 

Enclosed  find  for  our  credit  CASH  Items  as  stated  below: 
Correspondents  are  not  authorized  to  hold  collections  for  the  convenience  of   parties.     Protest  all 

paper,  Unless  otherwise  instructed  by  us  and  Return  immediately.    ADVISE  THIS  DATE. 

Do  not  protest  items  $10.00  or  under,  or  those  stamped  (36.45°)  or  with  a  similar  stamp   of  a 

preceding  endorser. 

J.  H.  McCLURE,  Cashier 


AMOUNT 


PAYER 


ENDORSER 


CO 
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The  procedure  just  described  applies  to  "transit"  items 
and  out-of-town  collections.     In  addition  to  the  Athens  Nat- 
ional  Bank  there  are  in  Athens,  Ohio  two  other  banks  with 
which  settlement  need  be  made.     Consequently  as  items  go- 
through  the  hands  of  the  collection  clerk  they  are  sorted  in 
groups  and  listed  as  "foreign",  "3  of  A",  or  nA  II  B".  For- 
eign checks  are  sent  to  correspondents  as  described  above. 
The  bank's  "own  checks"  pass  to  the  bookkeeper  as  previous- 
ly explained.    Checks  on  the  Bank  of  Athens,  or  the  Secu- 
rity Bank  are  grouped,  listed  on  an  exchange  slip,  and  taken 
each  day  at  eleven  o'clock  to  the  Bank  of  Athens,  where  they 
are  cleared.    Later  in  the  day  the  bank  owing  the  other  a 
balance  on  the  clearing  sends  a  draft  for  the  amount.  Checks 
on  the  Athens  National  Bank,  which  have  been  cashed  by  the 
Bank  of  Athens,  but  which  are  without  credit  balances  are  re- 
turned at  the  end  of  the  day  stamped  "insufficient  funds." 

Items  sent  tc  the    federal  Reserve  Bank  at  Cleveland  to 
be  credited  to  the  bank's  reserve  account  are  listed  on  the 
exchange  sheet  as  are  items  sent  for  collection  only.     If  sent 
for  rediscount,  paper  is  accompanied  by  a  letter  from  the 
cashier;  no  special  form  is  used.     Only  items  of  considerable 
size  and  not  many  of  those  are  sent  for  rediscount. 

General  secretarial  service  is  performed  by  a  stenographe. 
who  looks  after  the  clerical  work  in  the  Trust  Department  as 
well.     The  young  woman  is  also  a  notary  public  and  provides 
this  service  for  the  customers  of  the  bank. 
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11.  PROVING  AND  BALANCING. 

The  bank  proof  clerk  ranks  in  importance  last  among  the 
bookkeepers  of  the  bank.     It  is  her  duty  to  receive  the  items 
from  the  tellers  and  to  operate  the  proof  book.     This  "book" 
is  not  a  book,  but  a  sheet,  Figure  23,  for  the  record  of  the 
cash  and  other  transactions  of  the  tellers.     It  is  a  general 
balance  book,  and  may  be  regarded  as  the  bank's  own  "clear- 
ing house."     It  balances  in  itself  and  other  books  are  balan- 
ced from  the  figures  furnished  by  it. 

The  proof  clerk  begins  in  the  morning  by  proving  the  let- 
ters received  from  correspondent  banks.     These  items  are  then 
distributed  to  the  proper  places.    During  the  day  as  other  items 
come  in  the  mail  they  are  handled  in  the  same  manner  by  the 
proof  clerk  before  they  can  be  distributed.     The  items  for  the 
proof  clerk  come  from  the  following  sources:   the  incoming  mail, 
checks  cashed  at  the  teller's  windows,  amounts  received  on  de- 
posits, clearance  with  the  Bank  of  Athens,  and  other  items  such 
as  cash  taken  in  payment  of  notes,  drafts  and  the  like. 

At  intervals,  usually  every  hour,  as  items  are  sent  to  the 
proof  clerk  they  are  entered  in  the  appropriate  columns.  As 
they  are  received  the  proof  clerk  checks  each  deposit  ticket 
to  see  that  the  checks  are  properly  listed  and  that  each  check 
is  in  proper  form,  especially  as  to  endorsement.    This,  be  it 
noted,  verifies  the  tellers'  checking.     If  correct,  the  cash 
amount  is  entered  on  the  sheet,  the  deposit  ticket  amount  is 
placed  in  the  proper  column,  and  the  amount  of  the  various 
checks  distributed  to  "Foreign",  "B  of  A"  and  "A  W  B";  other 
items  are  assigned  to  "Misoel."    When  the  bank's  own  checks 
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Figure  23.  The  Proof  Book. 


Q 


PROOF      SHEET  Date  192 

DEPOSITS  CASH  FOREIGN  B.  OF  A.  A.  N.  B.  A.  N.  B.  MISCEL. 
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have  been  "run  through  the  proof"  they  are  sent  to  the  hook- 
keeper,  who  enters  the  items  in  the  depositors'  accounts  as 
explained  later.     Checks,  drawn  on  other  banks,   that  have  been 
paid  are  entered  against  the  banks  on  which  they  are  drawn 
and  the  total  of  each  group  is  listed  on  the  exchange  sheet 
which  is  sent  alone;  with  the  checks  to  the  correspondent  bank. 

At  the  close  of  the  day's  business  the  debit  and  credit 
columns  of" the  proof  sheet  are  totaled  and  each  teller  is  fur- 
nished with  the  totals  of  his  day's  transactions  with  which 
his  account  should  agree.    After  these  totals  are  "proved"  the 
clerk  makes  a  recapitulation  of  the  sheet  and  as  there  has 
been  an  equal  debit  for  each  credit  the  debit  totals  and  the 
credit  totals  must  agree.     There  is  also  the  widely-known 
"daily  trial  balance"  of  the  bank's  books  but  the  proof  clerk 
does  not  have  this  in  charge  and  we  shall  consider  it  after 
we  have  examined  the  work  of  the  bookkeepers. 
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12.  THE  INDIVIDUAL  LEDGER. 

The  individual  ledger  bookkeepers,  of  which  there  are 
four  in  the  Athens  national  Bank,  rank  fifth  in  importance 
among;  the  employees.     They  have  charge  of  the  ledger  in  which 
the  customer's  checking  accounts  are  kept  and  come  in  contact 
with  the  depositor  only  when  some  question  concerning  the.  ac- 
count arises.    The  individual  ledger  is  divided  into  four  sec- 
tions, one  in  the  charge  of  each  bookkeeper. 

Entlits  are  made  fromi  the  charge,  slips  and  the  deposit 
tickets,  which  have  been  shown,  and  the  bookkeeper  is  ever 
on  the  alert,  for  the  bank  is  liable  for  an  amount  after  it 
is  charged  in  the  ledger.     The  bookkeepers,  therefore,  sub- 
ject each  check  to  rigorous  examination  to  see  if  it  is  pro- 
perly drawn,  correctly  signed,  not  "post-dated",  that  there 
is  no  erasure  or  alteration,  that  the  endorsement  has  been 
made  and  that  no  "stop-payment"  notice  has  been  given. 

A  posting-machine  system  is  used  at  the  bank  which  in- 
volves the  use  of  a  loose-leaf  ledger,  one  sheet  being  used 
for  each  account.    A  sample  page  of  this  ledger  is  in  Figure 
24.    After  the  heading  is  filled  in  on  the  typewriter  the 
entries  to  the  account  are  made  on  a  bookkeeping  machine 
which  is  operated  by  electric  power.     These  machines  are  so 
adjusted  that  by  operating  the  proper  keys  the  carriage  will 

travel  -first  to  the  column  for  checks,  then  to  the  column 
for  credits,  and  from  this  to  the  column  for  new  balance. 
This  electric-spacing  device  is  a  great  saver  of  time  and 
energy  for  the  bookkeepers. 
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SHEET  No.. 


THE  ATHENS  NATIONAL  BANK 
NAME 

ADDRESS 


THE  W.  H.  STANAGE  CO..  C1N..  O.  182956 
OLD  BALANCE 


CHECKS  IN  DETAIL 


Balance  Brought  Forward  tsr 


NEW  BALANCE 
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As  the  item's  come  from  the  proof  clerk  the  deposits  are 
run  off  on  a  sheet,  the  deposit  journal,  and  checks  on  a  sheet, 
the  check  journal,  and  the  totals  of  these  journals  are  used 
to  prove  with  the  proof  hook  at  the  end  of  the  day.     The  de- 
posits, or  credits,  and  the  checks,  or  debits  are  posted  se- 
parately to  the  ledger  account  sheets.     To  facilitate  handling 
these  are  filed  in a  box-file,  which  can  be  mounted  on  a  truck 
and  wheeled  to  the  desired  position  for  posting.     The  new 
balance  is  found  without  difficulty  simply  by  adding  on  the 
ma china  the  deposits  to  the  account  to  the  old  balance  and 
deducting  the  amount  of  checks  paid.     The  accuracy  of  the  bal- 
ances is  proved  each  day  by  a  statement  of  all  the  accounts  on 
wrhich  there  were  transactions.     The  balances  columns  are  to- 
taled and  the  lesser  amount  subtracted  from  the  greater.  If 
"new  balances"  exceed  the  "old",  then  the  deposits  should  ex- 
ceed the  withdrav/als  by  the  same  amount;  if  the  total  of  the 
new  balances  is  less  than  the  old  that  difference  should  e- 
cnial  the  amount  by  which  the  withdrawals  exceed  deposits. 

When  posting  is  completed  the  checks  are  put  through  a 
canceling  machine  where  the  date  and  the  word  ''Paid"  is  cut 
through  the  check.     The  checks  are  then  sorted  and  filed 
alphabetically.  They  remain  in  the  files  until  called  for 
by  the  depositor.     The  amount  of  detail  work  involved  in 
handling  checks  is  enormous,  but  there  seems  to  be  no  bet- 
ter way  devised  than  that  in  use  at  the  Athens  National  Bank. 


The  duties  of  the  individual  bookkeepers  include  the  no- 
tification of  depositors  when  they  over-draw  their  accounts. 
7or  this  purpose  a  form,  Figure  25,  is  mailed  to  the  depositor. 


THE  ATHENS  NATIONAL  BANK 

ATHENS    -:-  OHIO 

192. 


According  to  our  books  your  account  is  overdrawn 

Your  prompt  attention  will  be  appreciated. 
Respectfully, 

THE  ATHENS  NATIONAL  BANK 


Figure  25.    Notice  of  Over-draft. 

This  bank  is  not  inclined  to  honor  "over-drafts"  as  may  be 
seen  by  reference  to  the  statement  of  condition,  page  f& 
^cv.cver  some  good  customers  overdraw  through  habit  or  eare- 
lessness  and  if  the  amount  is  small  the  bank  "takes  care" 
of  the  check.     Otherwise,  checks  are  returned  to  the  bank 
or  individual  that  cashed  them,  as  previously  noted. 

another  duty  of  the  individual  bookkeepers  is  the  bal- 
ancing of  pass  books.    Debit  entries  to  the  pass  book  are 

made  by  the  teller  when  deposits  are  made.     Credit  entries 
are  made  in  totals  from  an  adding  machine  list  of  the  checks 
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which  accompanies  the  canceled  checks,  returned  with  the  pass 
book.    An  example  of  the  balanced  pass  book  is  in  Figure  2. 

One  of  the  difficulties  of  the  bank  has  been  that  of  se- 
curing the  cooperation  of  depositors  in  periodic  balancing  of 
pass  books.    Llany  depositors  do  not  present  their  pass  books 
for  months  at  a  time.    As  a  result  the  balancing  is  arduous, 
and  often  causes  a  ''seasonal  peak"  of  work  because  of  the  pro- 
pensity for  "f irst-of -the-year"  settlements  at  the  end  of 
fiscal  periods.    Cften  as  many  as  several  hundred  checks  must 
be  taken  from  the  files  and  listed  in  balancing  accounts.  It 
is  more  difficult  for  the  customer  to  trace  any  errors  if 
items  are  allowed  to  accumulate  and  it  is  more  difficult  for 
the  bank  management  to  satisfy  the  customer  concerning  the 
error  if  it  is  not  a  recent  one.    -It  is  planned  to  adopt  a 
monthly  statement  method  as  soon  as  possible.     For  this  pur- 
pose a  statement  sheet,  Figure  26,  will  be  used.     This  can 
be  run  through  the  posting  machine  in  the  same  manner  as  the 
individual  ledger  sheet.     This  system  .vill  do  away  with  the 
necessity  of  balancing  pass  books,  which  will  then  be  con- 
sidered merely  receipts  books  for  deposits.     In  this  matter 
of  balancing  pass  books  is  one  of  the  very  few  ways  in  which 
the  bank  is  not  "up-to-date"  in  its  practice,  for  most  mod- 
ern banks  have  discontinued,  long  since,  the  practice  in  fa- 
vor of  a  statement  method.     It  is  an  example  of  the  effect 
of  tradition  and  custom  on  the  habits  of  business  practices, 
for  so  the  cashiers  explain  their  failure  to  change  sooner. 
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Figure  26.  Monthly  Statement  Form 


The  Athens  National  Bank, 


Athens,  Ohio. 


ABBREVIATIONS  USED. 
Col.— Collections. 
Int.— Interest. 
Lst.— List. 

Ret.— Check  Returned. 
Ex.— Exchange. 


Statement  of  Your  account- 


PLEASE  EXAMINE  AT  ONCE.   IF  NO  ERROR  IS  REPORTED  IN  TEN  DAYS,  THE  ACCOUNT  WILL  BE  CONSIDERED  CORRECT. 


OLD  BALANCE 


CHECKS  IN  DETAIL 


BALANCE  BROUGHT  FORWARD  W 


NEW  BALANCE 


O.  D.  Indicates  Overdraft.  The  last  item  in  this 
 column  is  your  balance. 


BALANCE 


This  statement  is  furnished  you  instead  of  balancing  your  pass  book.  It  saves  you  the  trouble  of  bringing  your  pass  book 
to  the  bank  and  waiting  for  it  to  be  balanced.  These  statements  will  be  found  very  convenient  to  check  up  and  file.  All  items 
are  credited  subject  to  final  payment. 

USE  YOUR  PASS  BOOK  ONLY  AS  A  RECEIPT  BOOK  WHEN  MAKING  DEPOSITS. 
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IS.  GENERAL  LEDGER. 

.  The  general  ledger  bookkeeper  ranks  fourth  in  importance 
among  the  employees.     She  has  charge  of  the  general  books, 
i.e.  the  draft  register,   the  certified  check  register,  the 
general  Journal,  the  general  ledger,  and  the  "evening  state- 
ment" book.     In  order  to  explain  the  operations  of  this  de- 
partment we  shall  continue  the  method  of  examining  the  func- 
tions of  the  employee  and  illustrate  by  reference  to  the  type 
of  records  which  show  the  nature  of  the  practical  operations. 

The  draft  register,  Figure  27,  is  a  book  in  which  record 
is  made  of  all  drafts//  drawn  on  correspondent  banks.  Host 
drafts  are  drawn  on  the  Chase  Rational  Bank  of  lev/  York  City. 
As  the  drafts  are  drawn  entry  is  made  from  a  charge  slip.  The 
'entry  shows  the  date,  the  draft  number,  in  whose  favor  the 
draft  is  drawn,  the  amount, the  purpose  or  person  for  which 
it  was  drawn  and  the  exchange  charge.    At  the  end  of  the  day 
the  amount  column  is  added,  tiie  amount  set  down  in  the  daily 
total  column  and  a  credit  ticket  is  made  for  the  account  of 
the  correspondent  bank  for  an  entry  in  the  general  journal, 
from  which  the  correspondent's  account  is  credited  in  the 
general  ledger. 

Drafts  are  drawn  by  this  bank  whenever  occasion  arises 
that  might  prompt  the  use  of  cashier's  checks,  consequently 
no  cashier's  check  register  is  used. 

//Because  all  drafts  are  bound  and  numbered  consecutively  and 
so  recorded,  it  was  not  possible  to  secure  a  draft  form.  In 
Figurel7  is  a  form  of  customer's  draft  which  will  indicate 
the  nature  cf  the  instrument.     The  differences  are  that  the 
name  of  the  bank,  Athens  National  Bank,  is  printed  at  the 
top  and  the  name  of  the  drawee  correspondent  bank  is  written 
in  the  lov/er  left  cnrner. 
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certified  check  register  of  similiar  nature  i3  also 
operated.  In  this  book  is  made  a  record  of  all  depositor's 
checks  that  are  certified  by  the  cashier  as  shown  in  Figure 
7.  At  the  close  of  business  for  the  day  a  credit  ticket  is 
made  for  the  total  from  which  to  post  the  amount  to  the  ac- 
count, Certified  Checks  in  the  general  ledger,  through  the 
medium  of  the  general  journal. 

The  certificate  of  deposits  register,  Figure  28,  is  hand- 
led in  the  same  manner  and  record  made  in  the  ledger  control- 
ling account  for  the  -amount  of  certificates  of  deposits  issued 
during  the  day.     It  should  be  pointed  out  that  the  Athens 
National  Bank  does  not  make  a  practice  of  issuing  time  certif- 
icates of  deposits.      This  comes  from  an  arrangement  with  the 
Security  Savings  Bank  to  which  all  savings  or  time  depositors 
are  sent.    From  the  point  of  view  of  the  bank  under  consid- 
eration this  is  a  rather  foolish  practice.     There  is  no  reason 
why  the  bank  should  not  have  a  Savings  Department  except  as  a 
matter  of  custom. 

The'  general  journal,  Figure  £9,  is  an  interesting  orig- 
inal record  of  all  the  business  transacted  by  the  bank.  The 
record; is,  of  course,  in  summarized  form.    Here  is  written 
a  record  of  all  drafts  drawn,  remittances  made, ' currency  or 
coin  received  or  sent,  notes  received  from  borrowers,  and 
like  items.    Here,  also,  a  record  is  made  of  income  such  as 
interest  and  exchange,  and  of  expenses,  such  as  payments  for 
lighting,  postage,  janitor  service  and  the  like.    At  the  end 
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of  the  day,  or  rather  the  following  morning,  the  detail  en- 
tries are  carried  to  the  total  columns  and  the  entries  are 
posted  to  the  proper  accounts  in  the  general  ledger.  En- 
tries for  totals  only  are  made  for  those  accounts  which  are 
itemized  in  the  registers.    Detailed  entries  are  made  for 
all  other  amounts,  whether  debit  or  credit. 

The  general  ledger,  Figure  30,  contains  all  the  gener- 
al accounts  of  the  bank.     It  is  similiar  to  that  used  by  an 
general  bookkeeper.     It  shows  the  resources  and  the  liabili 
ties  of  the  bank  -  the  resources  are  recorded  in  the  debit 
or  left-hand  column  and  the  liabilities  in  the  middle  right 
hand  column;  the  new  balances  in  the  column  at  the  extreme 
right.     This  form  of  ledger  shows  the  daily  condition  of 
every  account  at  a  glance  and  it  is  the  work  of  only  a  few 
minutes  to  make -a  transcript  of  the  accounts  when  required 
by  the  officers" of  the  bank. 

As  stated  before,  the  postings  to  the  general  ledger 
are  made  by  the  general  bookkeeper  from  the  general  jour- 
nal.   After  the  posting  is  completed,  usually  just  before 
the  bank  opens  in  the  morning,  a  trial  balance  or  "evening 
statement"  as  it  is  called,  is  taken  from  the  general  led- 
ger.    Since  the  items  have  been  run  through  the  proof  book 
the  day  before  this  should  not  ordinarily  be  a  difficult 
matter.    Periodically  a  balance  sheet  of  resources  and  li- 
abilities is  drawn .from  this  ledger,  also.    We  shall  dis- 
cuss this  statement  in  some  detail  in -sections  16  and  17. 
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It  is  the  duty  of  the  general  ledger  bookkeeper  to  provide 
this  statement  as  called  for  by  the  officers  of  the  bank. 
It  can  be  readily  appreciated  that  the  general  bookkeeper 
is  in  a  position  of  some  trust  and  responsibility.  She 
will  have  accurate  knowledge  of  the  affairs  of  the  bank  as 
they  are  summarized  in  the  general  hooks  of  account.  In 
addition  to  the  work  which  we  have  just  described  it  is  her 
duty  to  prepare  a  statement  of  income  and  expenses  from  the 
various  expense  and  income  accounts  in  the  general  ledger. 
She  is  required  to  close  the  ledger  and  to  report  a  statement 
of  condition  and  earnings  in  preparation  for  directors'  meet- 
ings.    This  statement  she  must  later  prepare  for  submission 
to  the  Comptroller  of  the  Currency  as  explained  in  section  15. 
Of  course,  the  stockholder's  record  books  are  kept  by  the 
secretary  of  the  board  of  directors,  but  aside  from  that  the 
general  bookkeeper  has  charge  of  records  of  a  confidential 
nature . 
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14.  THE  TRUST 

The  Trust  Department  of  tlie  bank  is  under  the  direct 
supervision  of  a  trust  officer,  who  ranks  in  importance 
below  the  assistant  cashier,  but  is  regarded  as  superior 
to  the  tellers. 

If  we  are  t(o  have  an  understanding  of  the  relation  of 
the  Trust  Department  to  the  Commercial  Department  in  the 
bank  it  will  be  necessary  to  consider  some  of  the  general 
characteristics  of  such  a  department. 

In  order  to  put  national  banks  on  the  same  plane  of 
competition  as  state  banks  and  trust  companies,  the  Feder- 
al Reserve  Act  authorized  the  Federal  Reserve  Board  to 
grant  fiduciary  powers  to  national  banks  that  requested  it, 
when  not  in  conflict  with  local  interests  or  the  law  of  the 
state  in  which  the  bank  is  located.     The'  Board  prescribes 
rules  and  regulations  which  govern  the  exercise  of  these 
functions . 

When  a  national  bank  is  permitted  to  perform  the  trust 
functions  it  is  required  to  establish  a  separate  department 
under  the  management  of  a  trust  officer.  The  department  is 
subject  to  examination  by  the  Federal  examiners  when  the 
other  departments  of  the  ban!:  are  examined.  It  may  be  sub- 
ject to  examination,  also,  by  state  authorities  and  usually 
is . 

A  national  bank  is  not  permitted  to  accept  deposits  of 
current  funds  such  as  checks,  drafts  or  other  items  for  ex- 


r 


( 


4 


change  in  its  trust  department.     Funds  that  are  deposited 
are  held  in  trust  and  must  be  carried  in  a  separate  account 
and  may  not  be  used  by  the  bant  in  the  conduct  of  its  daily 
affairs  unless  secured  by  a  deposit  of  government  bonds. 
The  books  kept  by  the  trust  department  must  be  separate  and 
apart  from  the  other  records  of  the  bank. 

The  Athens  National  Bank,  by  virtue  of  the  approval 
of    the        Federal  Reserve  Board,  may  exercise  certain  pow- 
et*&-  of  trust  companies  subject  to  the  restrictions  of  the 
law  of  the  State  of  Ohio  and  the  regulations  of  the  Board. 
Specifically  it  may  perform  fiduciary  functions  as  follows: 
Trustee,  executor,  administrator,  registrar  of  stocks  and 
bonds,  guardian  of  estates,  assignee,  receiver,  and  such  fi- 
duciary powers  granted  by  the  state  law  to  trust  companies. # 

This  Trust  Department  is  not  to  be  considered  as  abank 
operating  within  a  bank.     It  is  located  separately  from  other 
departments,  but  the  staff ( consisting  only  of  a  trust  officer 
and  clerk)  is  accessible  to  the  other  departments  and  to  the 
bank's  regular  customers.     In  addition  the  trust  officer  is 
under  the  supervision  of  the  cashiers,  who  frequently  do  some 
of  the  work  of  the  department. 

The  department  is  only  four  years  old,  but  is  now  fairly 
well        established.     It  requires  about  five  years  to  put 
a  trust  department  on  a  paying  basis.     Consequently  the  of- 
ficers of  the  bank  were  slow  to  undertake  the  establishment 
of  the  work  until  a  real  need  was  evidenced  by  the  requests 
of  patrons  of  the  bank.     Once  such  a  department  is  launched, 
it  is  almost  impossible  for  a  corporate  trustee  to  withdraw. 
^Federal  Reserve  Board,  Annual  Tleport  1925. 
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Now  that  the  amendment  to  the  Federal  Reserve  Act  lists  made 
the  charters  of  national  banks  indeterminate  the  officers 
feel  that  they  can  proceed  to  "build  up  the  business. 

The  bank  has  already  served  in  all  fiduciary  capaci- 
ties except  those  of  registrar  of  stocks  and  bonds,  assignee, 
and  receiver..   Their  principal  service  has  been  that  of 
trustee  of  estates.    An  effort  is  being  made  to  build  up 
that  part  of  the  business.    About  fifty  percent  of  the  ap- 
propriation for  advertising  is  spent  on  the  trust  depart- 
ment.    Special  agreements  have  been  made  with  about  twelve 
insurance  solicitors  in  the  community  whereby  under  trust 
agreement  the  estate  of  the  insured  will  come  into  the  hands 
of  the  bank  as  trustee  to  be  administered  for  the  beneficiary 
at  the  death  of  the  insured  or  when  the  policy  matures.  As 
the^years  pass  more  and  more  funds  v/ill  be  paid  into  the 
trust  department  and  this  business  will  almost  automatically 
increase . 

Funds  which  are  held  in  trust  must  be  invested  in  ac- 
cordance with  the  terms  of  a  will,-  a  deed,  or  a  trust  agree- 
ment.   Funds  held  under  court  order  may  be  invested  only  on 
order  fiom  the  court.     If  the  trust  agreement  or  the  court 
order  does  not  specify  the  disposition  of  the  funds  then  in- 
vestment can  be  made  in  securities  in  which  fiduciary  com- 
panies of  the  state  may  invest.     These  ideas  suggest  that 
the  business  of  the  Trust  Department  differs  materially  from 
that  of  the  Commercial  Department.     The  principles,  tech- 
nique, and  the  legal  and  personal  relationships  are  ..by  no 


means  the  same.    The  trust  officer,  incharge  of  the  depart- 
ment, is,  therefore,  necessarily  a  man  of  sound  Judgement 
and  long  experience  in  the  bank.  Ke  is  required  to  know  the 
peculiar  legal  requirements  of  his  community  as  they  relate 
to  "/ills,  estates  and  trusts,  and' to  have  the  entire  confi- 
dence of  the  patrons  of  the  department. 

A  "bond  department"  is  attached  to  the  trust  v/ork.  Here 
orders  for  the  purchase  or  sale  of  bonds  and  stocks  are  ex-  < 
ecuted.     These  orders  'are  more  often  than  not  relayed  to  a 
broker  in  Columbus,  Ohio.    No  commission  is  charged  other 
than  the  broker's  fee.     This  is  done  gratuitously  in  the  hopes 
of  building  good-will  and  of  getting  people  in  the  habit  of 
looking  to  the  bank  for  advice  in  connection  with  their  fi- 
nancial  affairs. 

Assistance  is  given  individuals  and  firms  in  making-  up 
their  income  and  other  tax  returns.    Advice  concerning  the 
purchase  of  residence  or  business  property  is  given  and  the 
officers  are  very  well  informed  concerning  values  and  are 
quite  familiar  v/ith  real  estate  practices  in  the  city. 

A  Safe  Deposit  Department  is  also  operated.     This  is  a 
rather  extensive  vault  for  a  city  of  seven  thousand.  Deposit 
drawers  may  be  rented  at  from  A2.50  to  "12.  a  year  and  lar- 
ger space  is  available  at  special  rental  charges.     There  are 
"board  room"  facilities  where  local  and  other  corporate  boards 
of  directors  may  hold  meetings  and  the  bank  will  keep  in  the 
vault  all  the  records  of  a  corporation.    There  is  a  good  de- 
mand for  the  safe-depository  services  of  the  bank.    Many  cus- 
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tomers  bring  insurance  policies,  deeds,  bond  and  stock  cer- 
tificates, vails,  and  other  valuable  papers  for  safe -keeping. 
Entrance  is  gained  to  the  vault  only  in  company  with  a  bank 
officer  and  the  usual  precautions  are  taken  against  fraud  and 
theft. 


15.  EXAMINATIONS  AND  REPORTS. 

All  national  banks  are  examined  and  their  accounts 
audited  by  bank  examiners  under  the  supervision  of  the 
Federal  Government.     The  examiners  are  the  control  of 
the  Comptroller  of  the  Currency  as  an  officer  of  the  fe- 
deral Reserve  Board.     The  states  are  blocked  off  in  dis- 
tricts and  each  district  has  a  number  of  examiners  who 
audit  each  bank  at  least_ twice  a  year.    No  notice  is  giv 
en    any  bank  when  the  examination  is  tn  be  conducted. 

At  the  Athens  National  Bank  examination  usually  be- 
gins at  closing  time,  v/hen  the  tellers  are  about  to  make 
up  their  daily  balances.     The  examiners  take  immediate 
charge  of  all  the  cash,  strike  the  balances  for  the  tel- 
lers, who  must  remain  in  their  cages  until  the  balances 

agree  with  the  proof  book.     The  total  amount  of  all  cash 
the 

must  agree  with  .amount  carried  in  the  general  ledger  ac 
count. 

i 

The  next  step  is  to  take  charge  of  the  note  port- 
folio.   A  list  is  taken  off  of  all  the  promissory  and 
collateral  notes.     This  list  is  totaled  .and  the  amount  . 
must  agree  with  the  note  register  and  the  Loan  and  Dis- 
counts  account  in  the  general  ledger.     Notes  are  care-, 
fully  scrutinized  in  regard  to  their  from,  endorsement, 
maturity,  and  renewal.    A  memorandum  is  made  of  all  the 
collateral  which  is  held  as  security.     The  value    of  the 
collateral  is  later  checked  to  see  if  it  is  sufficient  t 
warrant  the  loans. 


The  proof  book  is  next  checked,  up  and  the  amount  of 
exchanges  and  correspondent's  item  which  are  held  by  the 
bank  are  totaled  and  compared  with  the  proof  sheet.  This 
completes  examination  on  the  "floor'1  of  the  bank  and  the 
examiners  pass  to  the  bookkeeping  departments. 

The  individual  ledgers  follow.     The -bookkeepers  are 
required  to  balance  their  books  as  on  the  date  the  exami- 
nation started,  for  these  are  usually  examined  the  fol- 
lowing day.    At  that  time  footings  of  the  pages  and  the 
balances  are  verified  and  each  ledger  is  balanced.  The  to- 
tals must  agree  with  the  controlling  account  in  the  gen- 
eral ledger. 

The  general  ledger  is  the  last  to  be  examined..  Each 
account  is  gone  over  very  carefully.     The  various  "control- 
ling accounts  are  checked  against  the  different  registers 
and  ledgers.      In  the  meantime,  answers  have  come  in  from 
correspondent  banks  to  which  inquiries  were  sent  regarding 
exchange  items  and  deposits  with  them.  If  everything  is  * 
found  correct  it  only  remains  to  check  over  the  "evening 
statement"  or  trial  balance  from  the  general  ledger.  The 
examination  usually  requires  about  two  days. 

An  examination  of  the  Trust  Department  is  made  at  the 
same  time .     In  i>he  uourse  of  this  audit  the  trust  accounts 
are  verified  by  examination  of  securities  and  other  funds 
which 'are  represented  by  the  accounts.     Records  concerning 
tne  capital  and  income  of  all  estates  are  examined  to  de- 
termine if  accounting  is  being  made  in  conformity  to  lav/. 
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In  add.it ion  all  papers  such,  as  wills,  deeds,  and  court  orders 
are  inspected  to  see  if  they  are  properly  recorded  and  filed. 
Record  of  tax  returns  and  charges  to  the  accounts  fcr  service 
rendered  by  the  bank  are  examined  to  see  if  they  are  in  order 

Finally,  upon  request  theexaminers  will  confer  with  the 
officers  and  directors  of  the  bank  and  make  suggestions  look- 
ing to  improved  practices  and  policies.     The  cashier  of  the 
bank  is  a  former  examiner  and  is  quite  sympathetic  witli  the  e. 
airliner's  problems.    Every  effort  is  mc.de   to  conduct  the  af- 
fairs of  the  bank  in  such  manner  as  to  meet  with  the  approval 
of  any  and- all  examiners. 

Rational  banks  are  required  to  maize  a  report  of  condi- 
txon  on    call    ^y  the  uomp tr oiler  of  the  ^/urrency.     Tnese  re  — 
ports  are  called  not  less  than  three  times  a  year  and  as  of 
a  designated  past  date.     They  are  the  most  complete  and  ex- 
tensive  reports  m<i.Cce  by  tne  bank  and  they  must  be  presented 
under  penalty  of  a  fine,  within  five  days  from  the  date  of 
3  .11.     A  statistical  summary  of    11  the  reports  of  national 
banks  is  included  in  the  annual  report  of  the  Comptroller 
and  is  published  also  as  soon  as  possible  after  submission 
by  the  federal  Reserve  Board  under  the  title  ''hember  Banks 
Call  Report.11    The  balance  sheet,  or  statement  of  condition, 
included  in  the  bank's  report  to  the  Comptroller,  must  be 
published  by  the  bank  in  a  newspaper  of  general  circulation 
in  the  community.    A-  copy  of  the  published  statement  of  the 
Athens  Rational  Bank,  as  of  Tarch  £5,  19£7  is  shorn  on  page 
76,  and  we  shall  consider  it  in  some  detail. 
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The  Comptroller  of  the  Currency  and  the  officers  of 
the  Federal  Reserve  Bank  of  Cleveland  may  require  special 
reports  for  various  purposes.    At  the  time  of  a  declaration 
of  a  dividend  the  bank  must  report  the  dividend  declared 
and  the  amount  of  profit  (or  loss)  for  the  period,  usually 
semi-annual .    Any  assessments  for  impaired  capital  since 
the  last  report,  or  any  contribution  to  surplus  or  undivided 
profits  must  be  reported.    Finally,  money  received  and  dis- 
tributed into  surplus,  as  dividends  or  otherwise  disposed 
must  be  indicated  clearly. 

This  supervision  of  ban.KS  has  exercised  a  mosi>  desir- 
able check  upon  unwise  banking  practices  in  the  United 
States.     It  is  readily  apparent,  from  the  preceding  dis- 
cussion, that  banking  is  a  semi-public  function.  Uniform- 
ity of  practice  and  of  operation  makes  possible  accurate 
comparisons  among  banks  and  between  conditions  at  differ- 
ent times.    Fraudulent  and  dangerous  practices  are  mini- 
mized and  good  practices  encouraged. 
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REPORT  OF  CONDITION  OF  THE 
ATHENS  NATIONAL  BANK, 

Charter  No.  7744  Reserve  District  No.  4 

At  Athens,  in  the  State  of  Ohio,  at  the  close  of  business  March  23,  1927. 

RESOURCES 

1.  a  Loans  and  discounts,  including  rediscounts,  ac- 

ceptances of  other  banks  and  foreign  bills  of  ex- 
change or  drafts,  sold  with  indorsement  of  this 

bank  (except  those  shown  in  Items  1-b)    028,074.05 

Total  Loans    .$  928,074. 05 

2.  Overdrafts,  unsecured,    $2,054.97   2,054.97 

3.  U.  S.  Government  securities  owned : 

a  Deposited  to  secure  circulation  (U.  S.  bonds  par 

value)    21,600.00 

b  Ml  other  United    States    Government  securities 

(including  premiums,  if  any)    185,432.96 

Total    207,032.9(1 

4.  Other  bonds,  stocks,  securities,  etc.,  owned    384,551 . >7 

6.  Banking  House,  .$40,000;  Furniture  and  fixtures  .$30,000;  70,000.00 

8.  Lawful  reserve  with  Federal  Reserve  Bank   86,480195 

10.  Cash  in  vault  and  amount  due  from  national  banks  119*712.70 

13.  Checks  on  other  banks  in  the  same  city  or  town  as 

reporting  bank  (other  than  Item  12)    5.20S.39 

Total  of  Items  9,  10.  11.  12,  and  13    124,921.09 

b  Miscellaneous  cash  items    4.406.5S 

15.  Redemption  fund  with  U.    S.    Treasurer    and  due 

from  U.  S.  Treasurer    4,000.00 

16.  U.  S.  Government  securities  borrowed    58,400.00 

17.  Bonds  and  securities,  other    than    United  States, 

borrowed    2,000.00 

18.  Other  assets,  if  any    620.64 

TOTAL   $1,872,560.71 

LIABILITIES 

19.  Capital  stock  paid  in    125,000.00 

20.  Surplus  fund    125,000.00 

b  Reserve  for    92.S28.44 

c  Less  current  expenses  paid    12,432.02  S0,30(;.42 

23.  Circulating  notes  outstanding    77,600.00 

26.  Amount  due  to  State  banks,    bankers,    and  trust 

companies  (due  to  banks  in  foreign  countries)  52,833.38 

27.  Certified  checks  outstanding   4,345.71 

Total  of  Items  24,  25,  26,  27  and  28    57,179.09 

29.  Individual  deposits  subject  to  check    1,024,382.83 

30.  Certificates  of  deposit  due  in    less    than    30  clays 

(other  than  for  money  borrowed)    110,734.8!) 

33.  Dividends  unpaid    30.00 

Total  of  demand  deposits  (other  than  bank  de- 
posits) subject  to  Reserve,  Items  29,  30,  31,  32,- 
33.  and  34    1,135,147.52 

38.  Postal  savings  deposits    9,623.00 

Total  of  time  deposits  subject  to    Reserve,  Items 

35,  36,  37,  and  38    9,326.69 

39.  United  States  deposits  (other  than  postal  savings). 

including  War  Loan  deposit    account    and  de- 
posits of  United  States  distributing  officers  ....  1,481.49 

40.  U.  S.  Government  securities  borrowed    58,400.00 

41.  Bonds  and  securities,  other    than    United  States, 

borrowed    2,000.00 

43.  Bills  payable  (including  all  obligations  representing 

money  borrowed  other  than  rediscounts)    160,000.00 

44.  Notes  and  bills  rediscounted    40,732.50 

TOTAL    $1,872,560.71 

State  of  Ohio,  County  of  Athens,  ss: 

I,  JAS.  H.  McClure,  Cashier  of  the  above-named  bank,  dp 
solemnly  swear  that  the  above  statement  is  true  to  the  best  of  my  knowl- 
edge and  belief. 

JAS.  H.  McCLURE,  Cashier. 
Correct — Attest : 

J.  HALLIDAT  CLINE, 
W.  R.  PHILLIPS, 
L.  G.  WORSTELL,  Directors. 

STATE  OF  OHIO,  County  of  Athens. 

Subscribed  and  sworn  to  before  me  this  31st  day  of  March,  1927. 

GRACE  M.  STICKNEY, 

Notary  Public. 


Published  Report  of 
in  the  Athens  Daily 


the  Athens  National  Bank 
Messenger,  Llarch  25,  1927. 


—Jim 
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16.  TIE  BANK  BALANCE  SHEET. 

In  the  preceding  sections  we  have  considered,  such  com- 
mercial bank  operations  as  the  receiving  of  deposits  and  the 
making  of  loans,  including  the  necessary  practice  in  record- 
ing and  reporting  the  operations.    T.7e  have  seen  that  the  re- 
sults of  these  operations  are  recorded  in  the  general  led- 
ger.   A  summary  of  the  records  is  of  value  to  government  of- 
ficials, depositors,  the  bank's  of-'icers,  and  stockholders . 
Therefore  a  balance  sheet  known  as  a  statement  of  condition, 
or  simply  the  bank  statement,  is  compiled. 

The  report  of  condition  of  the  Athens  National  Bank, 
on  page  76,  is  then,  simply  a  condensed  statement  of  the 
bank's  resources  and  liabilities.     It  shows  the  results  of 
the  practical  operations  of  the  bank.     Considering  the  wide 
use  of  the  bank  by  business  men  and  others,  it  is  certain- 
ly suprising  to  find  out  how  little  is  understood  concern- 
ing this  statement.     This  is  doubtless  true  of  the  state- 
ments of  all  banks.    A  few  banks  have  endeavored  to  meet 
the  situation  by  publishing  a  non- technical  statement  in 
narrative  form.    Yfriile  such  a  statement  undoubtedly  has  its 
place,  it  is  not  susceptible  to  technical  analysis.  In  any 
case  most  banks  will  doubtless  continue  to  publish  a  modi- 
fied form  of  their  report  to  the  Comptroller  and  so  satis- 
fy the  lav/. 

Before  considering  the  statement  in  detail  it  may  be 
well  to  point  out  its  limitations.     "It  presents  merely  a 
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static  picture  of  the  bank's  condition  on  a  particular  day 
and  should  be  compared  with  previous  reports  to  study  the 

true  financial  history  of  the  bank  The  statements  of 

a  particular  bank  have  added  interest  when  viewed  in  rela- 
tion to  those  of  other  institutions . "$    Further  the  publish- 
ed statement  does  not  contain  sufficient  details  for  a  com- 
plete analysis.     There  is  no  statement  of  earnings  during 
the  fiscal  period  and  no  supporting  schedules  of  earning  as- 
sets.   Nevertheless,  such  an  analysis  as  we  can  make  will  be 
v/ell  worth  while,  if  only  as  an  example  of  method. 

In  order  to  interpret  any  statement  of  condition  it  is 
necessary  to  understand  clearly  the  items  that  appear  upon 
it.f/  These  items  appear-  in  two  groups,  the  "Resources 17 ,  or 
Assets,  and  the  "Liabilities  and  Capital  accounts1' .  The  as- 
sets of  the  bank  consist  of  property  of  the  bank  available 
to  the  management  to  carry  on  the  business.     The  liabilities 
show  the  source  and  nature  of  these  funds.     The  precise  mean- 
ing of  each  of  the  items  may  now  be  indicated. 

la.  Loans  and  Discounts,  the  largest  item,  represents 
promissory  and  collateral  notes  from  borrowers.     The  con- 
ditions under  which  the  bank  acquired  these  instruments  has 
already  been  explained  in  Section  9.     The  "rediscounts,  ac- 
ceptances, etc."  may  be  more  definitely  identified.     The  bank 
is,  by  legal  requirement  under  the  Federal  Reserve  Act,  a  mem- 
ber of  the  Federal  .Bank  of  Cleveland.    As  a  member  bank  it  may 

/Willis  and  Edwards,  p.  178. 

/^References  concerning  the  content  of  the  items  on  a  bank's 
balance  sheet  are  in  Willis  and  Edwards,  Ch.  XII  and  in  Le-  ' 
wey  and  Shugrue,  Ch.  IX.  It  should  be  apparent  that  no  speci- 
fic references  can  be  given  for  an  individual  bank  statement. 
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discount  loan  items  with  the  reserve  bank.     This  paper  is  el- 
igible only  if  it  meets  rigid  requirements  imposed  by  the  Fed- 
eral Reserve  Board  under  authority  of  the  Federal  Lesrve  Act, 
which  requires  the  Board  to  determine  and  publish  regulations 
for  the  discount  of  such  paper.     In  general,  the  paper  must 
arise  out  of  a  commercial,  industrial,  or  agricultural  trans- 
action and  have  a  maturity  date  not  exceeding  ninety  days 
from  the  day  of  discount,  except  agricultural  paper  which  may 
have  a  maturity  of  six,  nine,  or  even  ten  months  depending  up- 
on the  type  of  transaction.    Ho  bank  is  allowed  to  loan  tc  a 
borrower  in  excess  of  one-tenth  of  its  paid-in  capital  and 
surplus,     This  rule  does  not  apply  to  ''acceptances  or  bills 
of  exchange  of  other  banks" ,  nor  to  paper  secured  by  actually 
existing^ values .     The  practice  of  this  bank  in  carrying  its 
re discounted  paper  as  an  asset  may  be  questioned  by  some.  It 
should  be  noted,  however,  that  an  offset  liability  account, 
44.  Sotes  and  Bills  discounted  is  reported  and  this  effec- 
tively records  the  contingent  liability.     The  amount  is  small 
in  any  case,  only  $40732.60.     The  total  of  the  Loans  and  Dis- 
counts, J9E8074.05  will  give  some  idea  of  the  size  of  the  com- 
mercial credit  operations  of  the  bank. 

2.  Overdrafts,  really  unsecured  loans,  are  authorized  on- 
ly by  the  cashier  and  a^re  a  source  of  considerable  annoyance  . 
It  is  a  misdemeanor  to  draw  a  check  on  a  bank  in  which  one  has 
no  funds,  but  the  bank  will  frequently  "take  care"  of  a  good 
customer.     The  small  amount  appearing  in  this  overdraft  ac- 
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count  is  evidence  that  they  are  permitted  to  only  a  few  de- 
positors, a  conservative  and  safe  practice. 

3a.  United  States  Government  Securities  Owned  are  bonds 
on  deposit  with  the  Treasurer  of  the  United  States,  as  re- 
quired" by  lav/,   to  secure  the  issue  of  national  bank  notes 
of  this  bank  ( shown  in  23.  Circulating  TJotes  Outstanding)  • 
These  notes  are  obtained  from  the  Comptroller  of  the  Curren- 
cy on  deposit  of  an  equal  amount  of  government  bonds  and  al- 
so a  cash  redemption  fund  equal  to  five  percent  of  the  out- 
standing notes.    As  indicated  in  16.  United  states  Govern- 
ment Securities  Borrowed,  this  bank  has  borrowed- a  part  of 
the  bonds  which  it  is  using  as  security.     This  is  a  quite 
common  practice. 

3b.  United  States  Government  Securities  Own  are  held  by 
the  bank:  as  an  outright  investment.     In  times  of  easy  money 
conditions,  when  the  demand  for  credit  accommodation  is  not 
brisk  enough  to  keep  all  the  bank's  fund  employed,  this  item 
will  be  large.     The  bonds  are  useful  as  collateral  on  which 
to  secure  "advances'1  from  the  Federal  Reserve  Bank,  a  prac- 
tice which  is  permitted  by  law,  but  seldom  availed  of  by  the 
bank. 

4.  Other  Bonds  and  Securities  consist  of  municipal,  pub- 
lic utility,  railroad  and  a  few  industrial  bonds,  and  of  stock 
in  the  Federal  F.eserve  Bank  of  Cleveland.     The  investment  in 
bonds  is  carried  in  order  to  increase  the  average  net  earnings 
of  the  bank.    The  stock  in  the  Federal  Reserve  Bank  of  CI eve- 


land  is  purchased  by  the  bank  as a  member  of  the  Federal 
Reserve  System.  The  law  requires  that  the  bank  subscribe 
an  amount  equal  to  six  percent  of  its  capital  stock  and 
surplus,  of  which  one-half  is  paid  in,  the  remainder  is 
on  "call"  at  the  discretion  of  the  officers  of  the  res- 
erve Bank  with  the  approval  of  the  Federal  Reserve  Board. 

6.  Banking  House  and  Furniture  and  Fixtures  shows 
the  value  at  which  the  officials  of  the  bank  wish  to  car- 
ry this  asset.     It  is  presumed  to  represent  a  fair  mar- 
ket calue,  as  otherwise  a  "concealed"  asset  might  be  writ- 
ten into  the  statement.    Because  of  the  specialized  nature 
of  the  building  and  equipment  the  bank  management  is  con- 
servative in  its  estimated  valuation.     Formerly,  national 
banks  were  permitted  to  own  only  such  real  eatate  and  build 
ings  as  was  necessary  to  the  bank's  operations  (except,  of 
course  real  estate  taken  in  payment  of  a  debt).    Under  the 
amendment  (February  25,  1927)  they  are  now  permitted  to  pur 
chase  beyond  their  immediate  needs. 

7.  Lawful  Keserve  With  Federal  Reserve  Bank.     The  cash 
reserve,  which  every  national  banks  is  required  to  carry  in 
the  vaults  of  its  regional  federal  reserve  bank,  is  a  per 
cent  of  its  demand  deposits.     In  the  central  reserve  cities 
of  Kew  York  and  Chicago  the  legal  minimun  requirement  is  10 
per  cent  of  the  bank's  demand  deposits;  in  the  sixty- two 
reserve  cities  the  requirement  is  7  per. cent  of  demand  de- 
posits; in  all  other  places  banks  are  required  to  have  at 
least  7  per  cent  of  demand  deposits  as  legal  reserve.  For 
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time  deposits  the  requirement  is  at  least  3  per  cent  for  -all 
banks,  whatever  their  location.     The  deposit  requirement  for 
the  Athens  National  Bank,  a  country  bank,  i.e.  not  located  in 
a  reserve  city,  is  not  difficult  to  calculate.     Seven  per  cent 
of  the  demand  deposits,  items  29,  30  and  33,  is  J79460.33. 
Three  per  cent  of  the  time  deposits,  item  38,  is  $288.71.  The 
banks  is  not  permitted  to  count  favorable  balances  in  other 
banks,  therefore  the  total  reserve  is  J79949.04.     Vlhen  we  com- 
pare this  with  the  actual  deposit  we  see  that  there  is  a  "free" 
reserve  of  ":G740.91  against  which  the  bank  may  make  further 
loans  and  accept  deposits,  or  it  may  withdraw  cash  from  the  res- 
erve bank  to  that  amount. 

1C  Cash  in  Vault  and  Due  from  National  Banks  consists  in 
part  of  the  teller's  "till"  money,  and  in  part  of  the  amounts 
due  from  other  national  banks  on  exchange  and  for  checks  sent 
to  them  for  collection.     The  bank  also  carries  deposits  with 
its  correspondents  and  they  are  included  in  this  account. 

13.  Checks  on  Other  Banks  in  Same  City  indicates  the  am- 
ount  due  from v the  Bank  of  Athens  and  the  Security  Savings  Bank 
and  will  be  presented  for  "clearing"  the  next  day. 

13b.  Miscellaneous  Cash  Items  represents  sight  drafts  and 
small  cash  items  that  are  held  temporarily  by  the  bank. 

15  Redemption  Fund  with'  U.  §•  Treasurer  and  Due  from  Trea- 
surer  is  an  amount  deposited  with  the  Treasurer  equal  to  five 
per  cent  of  the  outstanding  national  bank  notes  issued  under 
the  authority  of  the  national  Bank  Act.    As  the  amount  of  the 
notes  fluctuates  from  time  to  time  any  excess  deposit  is  charged 


as  "due  from  Treasurer." 

17.  Bonds  and  Securities  other  than  U.  2.  Borrowed,  were 
obtained  for  a  purchaser-  and  will  be  held  until  the  buyer  takes 
them.  The  liability  for  the  borrowed  bonds  is  shown  in  41  Bonds 
and  Securities  Borrowed. 

16.  Other  Assets,  consist  of  inventory  items;  office  sup- 
plies, prepaid  expenses,  and  the  like. 

The  bank  has  property  and  property  rights  aggregating 
J1872560.71  witii  which  to'  carry  on  its  business. 

The  nature  of  the ' liabilities  may  now  be  considered. 

19.  Capital  Stock  Paid-in.  This  is  the  bank's  account- 
ability to  its  stockholders,  who  purchased  the  shares  at  the 
time  of  organization.    A  minimum  capital  stock  is  prescribed 
for  national  banks  according  to  the  population  of  the  commun- 
ity which  it  is  to  serve.    For  cities  above  six  thousand,  but 
less  than  ten  thousand  it  is  JlOOOCO.     The  Athens  National 
Sank  in  a  city  of  about  seven  thousand  has  a  paid-in  capital 
of  t'125000.     The  amount  of  capital  stock  can  be  increased, 
upon  approval  of  the  Federal  Reserve  Board,  by  transferring 
a  part  of  surplus  to  the  capital  account.     Capital  Stock  is 
a  safe-guard  to  depositors  in  case  .of  insolvency,  for  it' is", 
a  residual  claim  only,  on  the^assets  of  the  bank. 

20.  Surplus  Fund.     Before  directors  may  declare  dividends 
they  must  carry  at  le-st  one-tenth  of  their  earnings  to  a  sur- 
plus account  until  such  surplus  is  equal  to  twenty  percent  of 
the  capital  stock.     Often  this  surplus  is  provided  at  the  time 
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of  organization  by  the  sale  of  stock  at  a  premium',  notice 
that  this  bank  has  a  surplus  of  one  hundred  per  cent.  The 
surplus  serves  as  an  additional  supply  of  working  capital 
and  it  is  in  the  nature  of  an  assurance  against  possible 
losses.    However,  the  reader  should  see  what  is  said  later 
in  Section  17.  Analysis  of  the  Bank  Statement,  concerning 
this  point. 

20b.  Reserve  for  Surplus  is  really  an  undivided  pro- 
fits account.     These  are  earnings  which  have  not  been  dis- 
tributed to  Surplus  Account  nor  paid  as  dividends  to  stock- 
holders.    See  the  next  item  for  fuller  explanation. 

20c.  Less  Current  Expenses  Paid.     This  bank  follows 
the  peculiar  and  illogical  practice  of  charging  expenses 
directly  to  a  section  of  surplus  account.     The  reserve  is 
not  well  named  as  it  is  a  sort  of  undivided  profits  account, 
as  explained  above,  and  is  not  therefore,  an  expense  and  in- 
come account.     It  should  not  be  treated  as  such,  but  a  sep- 
arate account  should,  be  set  up  to  show  these  liabilities. 
The  amount  of  the  net  "undivided  prof its"  is  about  J80000. 
This  with  the  Surplus  and  the  Capital  Accounts  gives  a  to- 
tal of  approximately  ;';330000. 

These  items,  the  Capital  Stock, the  Surplus  and  the 
so-called  Reserve  for  Surplus  constitute  the  owner's  equity 
in  the  assets  of  the  bank;  they  are  the  capital  investment. 

Circulating  Notes  Outstanding  has  already  been  explain- 
ed as  the  bank's  own  promissory  notes  -  a  demand  liability, 
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payable  on  presentation  by  the  bearer  of  the  note,  Against 
these  notes  the  United  States  Government  bonds  and  the  re- 
demption fund  ate  deposited  with,  the  U.  S.  Treasurer. 

26.  Amount  Due  State  Banks  etc.  represents  balances 
that  are  due  to  other  banks  on  deposits,  collection  items 
and  held  by  this  bank. 

27.  Certified  Checks  Outstanding  is  the  amount  of  the 
bank's  liability  in  certifying  depositor's  cheeks. 

29.  Individual  Deposits  Subject  to  Check,  the  largest 
liability  item,  represents  deposits  other  than  those  of  other 
banks  or  the  government  and  exclusive  of  time  deposits.  This 
is  the  demand  liability  of  the  bank  arising  out  of  the  mail- 
ing of  loans  or  the  accepting  of  deposits  of  cash  or  cash 
items  from  depositors,  a  function  which  we  have  explained  in 
detail  in  Sections  2,  7,  and  9.     They  are  the  "demand  depo- 
sits" of  the  bank  against  which  reserve  is  kept  in  the  Feder- 
al Reserve  Bank  of  Cleveland.  Wjb  shall  have  to  consider  the 
relation  of  this  item  to  other  items  in  our  analysis  of  the 
bank  statement  in  Section  17. 

30  Certificates  of  Deposits  Due  in  Thirty  Days.  These 
constitute  certificates  issued  for  money  or  funds  deposited. 
The;/  are  negotiable  and  payable  on  demand  when  properly  in- 
dorsed. The  bank  accepts  no  ti.  e  deposits,  except  item  38, 
therefore,  all  certificates  are  payable  in  thirty  days,  the 
time  set  by  lav/  as  the  point  of  distinction  between  ''demand" 
and  "time"  deposits. 
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33.  Dividends  Unpaid  have  been  officially  declared  by  the 
board  of  directors  of  the  bank,  but  have  not  been  paid  to  the 
stocMiolders , 

38.  Postal  Savings  Deposits  are  the  only  time  deposits 
which  the  bank  has.  These  have  been  made  by  the  local  post- 
master as  permitted  by  law  and  are  secured  by  deposit  of  bonds 

39.  United  States  Deposits  is  held  to  the  order  of  a  dls 
bussing  officer  of  the  Federal  Treasury  for  payment  of  local 
expenses  items. 

40.  United  States  Government  Securities  Borrowed  is  the 
liability  of  the  bank  incurred  when  it  borrowed  the  *5C400 
of  government  bonds  to  deposit  as  security  for  its  outstand- 
ing notes. 

43.  Bills  Payable  is  the  bank's  liability  arising  out  of 
borrowing  from  correspondent  banks.  This  item  should  be  dis- 
tinguished clearly  from  the  circulating  notes  outstanding. 

44.  Notes  and  Bills  Kediscounted  indicate,  as  was  shown 
in  explanation  of  la,  above,  the  small  amount  of  customer's 
paper  that  has  been  rediscounted  with  the  Federal  Reserve  Bank 
of  Cleveland;  it  is  a  contingent  liability. 

The  items  other  than  19  and  20  (Capital  and  Surplus)  re- 
present  the  liabilitp.es  of  the  bank  which  have  been  incurred 
in  the  conduct  of  the  business.     They  may  be  considered  as*  a 
sort  of  a  creditor's  "equity"  in  the  assets  of  the  bank. 
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17.  ANALYSIS  OF  THE  BANK  STATEMENT . 

The  principal  purpose  in  analyzing  a  bank's  statement  of 
condition  is  to  find  out  the  degree  of      solvency  of  the  in- 
stitution.    The  method  is  one  of  ascertaining  the  relation- 
ship between  certain  items  of  the  statement.     These  relation- 
ships are  usually  best  expressed  as  ratios.     They  cannot  be 
used  mechanically;  conditions-  vary  greatly  between  different 
banks,  and  common  sense  must  be  used  as  well  as  mathematical 
calculations.     The  business  of  the  Athens  Rational  Bank  in 
which  many  loans  are  made  to  individuals  and  small  mercantile 
establishments  on  the  basis  of  "moral"  risk  as  well  as  the 
loans- which  are  made  on  the  basis  of  financial  statements  and 
collateral  security,  is  different  from  that  of  a  Boston  bank 
of  large  size,  where  paper  discounted  is  accompanied  by  an 
audited  statement  and  readily  marketable  collateral.     It  is 
possible,  however,  to  point  out  certain  relationships  that  in- 
dicate sound  or  unsound  conditions  and  to  suggest  items  that 
should  be  compared  in  the  study  of  any  bank  statement.  This 
we.  may  now  proceed  to  do. 

a)  Gash  to  Deposits.  w     A  country  bank,  as  shown  by  ex- 
perience, will  normally  require  from  three  to  six  per  cent 
of  its  demand  deposits  in  the  form  of  "till"  money  in  order 
to  meet  the  daily  demands  of  customers  for  cash.    At  once  we 
encounter  a  difficulty  in  trying  to  check  the  statement  which 
we  have  under  consideration.     The  cash  account  is  reported  by 
the  bank  in  connection  with  amounts  due  from  national  banks. 

^Phillips,  pp.  79-83. 


We  cannot  tell  how  much  cash  is  in  the  vault  of  the  bank.  It 
should  be  something  between  J 35000  and  £-70000.     This  would  be 
about  one-half  of  the  total  amount  reported  in  the  account  of 
cash  and  due  from  banks. 

In  considering  the  amount  of  McashTT  whicha  bank  should 
have  available  we  must  have  in  mind  not  only  the  'T  till-money" , 
but  also  the  legal  reserve  requirements.     This,  for  the  Athens 
National  Bank,  we  have  seen  is  approximately  ■80000.     If  we 
assume  an  average  amount  of  till-money  reserve  and  add  to  it 
the  reserve  with  the  Federal  Reserve  Bank  we  find  that  the 
bank  has  approxiamtely  10$  of  its  total  deposits.     It  has  long- 
been  a  general  rule  among  bankers  that  a  bank  will  approximate 
twenty  per  cent  of  cash  to  total  deposits. 

Does  this  indicate  that  the  Athens  National  Bank  does 
not  have  a  sufficiently  high  cash  to  deposits  ratio  to  be  in 
a  safe  condition?    Before  committing  ourselves,  let  us  con- 
sider a  few  points.     It  is  rapidly  becoming  the  custom  for 
lanks  to  maintain  their  reserves  by  discounting  paper,  or 
otherwise  securing  credit  at  a  central  (regional)  bank  in- 
stead of  sending  cash  (specie).    A  bank1 3  reserves  tend  to 
be  based  more  on  credit  than  formerly.     Country  banks  have 
less  need  than  the  average  for  cash,  because  many  checks 
are  mere  transfers  on  the  bank's  own  books.     In  Athens  many 
checks  are  simply  offset  items  against  another .bank,  so  that 
no  cash  is  lost  on  their  account.    No  more  cash  should  be  car- 
ried than  is  absolutely  'necessary,  for  such  funds  are  not 
earning  a  good  return.    Reserve  deposits  with  the  Federal  Res- 
erve Bank  draw  no  interest,  and  deposits  with  correspondents 
seldom  draw  more  than  2$,  if  that.      If  a  bank  has  a  goodly 
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amount  of  saleable  securities  which  can  be  turned  into  cash 
in  case  of  need  it  will  probably  be  safe  to  carry  a  minimum 
cash  reserve, r    W#  may  conclude  that  the  Athens  national 
Bank  with  £6700  of  T,free"  reserve  is  sufficiently  liquid 
with  a  little  over  10$  reserve  on  all  deposits.    Le.t  us  ex- 
amine the  relation  of 

b)  ^.uick  Assets  to  demand  Deposits  in. order  to  throw 
more  light  on  the  matter  of  Liquidity.    A  bank's  "quick'' 
assets  consist  of  all  assets  which  can  be  turned  into  cash 
in  about  twenty-four  hours.     Country  banks  usually  have  from 
forty  to  fifty  per  cent  of  their  demand  deposits  in  quick 
assets.     The  Athens  National  Bank  has  about  $570000.  of  pre- 
sumably saleable  securities.     This  is  about  52;o  of  the  total 
demand  deposits  and  meets  the  test  satisfactorily.  Through 
arrangements  with  correspondents  in  Columbus  and  Cincinnati 
cash  can  be  had  in  about  twelve  hours  in  case  of  emergency. 
In  the  calculation  of  the  ratio,  be  it  noted,  no  account  has 
been  taken  of  the  possibility  of  rediscounting  eligible  paper 
with  the  federal  Reserve  Bank  of  Cleveland.     This  would  in- 
crease the  credit,  and  hence  the  reserve,  with  the  legal  de- 
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cashier  reports  thai  very  little  paper  is  discounted,  so  we 
may  omit  the  possibility  in  our  calculations,  a  thing  we 
should  not  do  in  studying  a  large  city  bank. 

c)  Loans  and  Discounts  to  Deposits.    As  intimated  above 
the  degree  of  solvency  of  a  bank  depends  to  a  great  extent 

//•will is  and  Edwards,  pp.  166-167. 
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constitute  from  fifty  to  sixty  per  cent  of  the  total  assets 
of  the  average  bank.#    In  the  case  under  consideration  the 
p e r c en oage  is  edou d  xoi  oy— eign u.    jjxccpu  unaer  unusu-tJL  con— 
ditions  Loans  and  Discounts  will  not  exceed  deposits.  In 
years  of  heavy  borrowing  it  may  reach  eighty  per  cent  or 
more*     In  normal  years  u-ioans  and  Discounts  constitute  about 
seventy,  per  cent  of  deposits. §  . In the  statement  which  we  are 
studying  the  ratio  is  77^. 

Sometimes  comparison  is  made  between  Capital  and  Loans 
and  Discounts.    For  national  banks  this  is  usually  stated  at 
about  ;i  of    Capital  for  $6  to  JlO  of  Loans.  For  the  Athens 
National  Bank  the  relationship  is  about  £l  of  Capital  to  £2.50 
of  Loans.  ■  This  ratio  is  not  particularly  important  as  capital 
is  supposed  to  be  in  long-time  investments,  whereas  deposits 
gauge  the  amount  of  loans. 

d)  Capital  and  Surplus  to  Deposits.    The  deposits  of  the 
bank  represent  the  public  equity;  the  capital  and  surplus  the 
stockholder's  investment.  A  comparison  of  these  two  items  will 
reveal  the  relationship  between  the  bank's  two  main  "creditors". 
As  deposits  of  a  bank  increase,  its  earnings  presumably  in- 
crease and  its  stock  becomes  more  valuable  as  a  matter  of 
course.    However,  the  larger  is  the  ratio  of  Deposits  to  Capi- 
tal the  smaller  the  stockholder's  equity.     It  is  wise  to  de- 
termine what  the  ratio  between  these  two  items  should  be.  Ac- 
cording tno    the  Comptroller  of  Currency  Report  for  1925  the 

§  -annual  Report  of  the  Comptroller  of  the  Currency,  p.  19  et  se 
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ratio  of  Capital  to  Total  deposits  is  about  1  to  13;  of  Capi- 
tal, Surplus  and  Undivided  Profits  to  Total  deposits  it  is 
about  1  to  6.$    This  may  be  used  a^s  a  standard  for  analysis. 
The  ratio  of  Capital  to  Deposits  in  the  statement  of  the 
Athens  National  Bank  is  1  to  8.8;  the  ratio  of  Capital,  Sur- 
plus and  Undivided  Profits  is  1  to  3.8.     This  indicates  a 
conservative  expansion,  surely,  so  far  as  depositors  are  con- 
cerned and  it  is  evidence  that  stockholders  prefer  safety  to 
large  dividends. 

e)  Capital  and  Surplus  to  Fixed  Assets.     The  fixed  as- 
sets of  this  bank  consist  of  the  banking  house  and  the  furn- 
iture and  fixtures.     In  an  established  bank  fixed  assets  will 
probably  not  exceed  surplus  so  that  capital  will  be -left  free 
for  investment.     In  the  opinion  of  bankers  fixed  assets  will 
not  exceed  fifty  per  cent  of  the  capital  stock  and  surplus 
and  ordinarily  will  not  run  over  twenty  per  cent.    While  im- 
pressive bank  buildings  often  bring  increased  deposits  thay 
also  tie  up  capital  in  non-liquid  assets.     In  the  case  of  the 
Athens  National  Bank,  which  uses  the  building  and  equipment 
for  banking  purposes  only,  the  ratio  is  28$.     The  present 
building  is  only  four  years  old  and  this  ratio,  which  is  fair- 
ly high  but  not  excessive,  will  doubtless  decline  in  years  to 
come . 

f)  Capital  to  Surplus.     The  surplus  of  a  national  bank 
is  required  by  lav/  to  be  at  least  twenty  per  cent.    An  es- 
tablished bank  should  BfeeaLd  show  a  surplus  of  fifty  to  seven- 

lt  V.' ill  is  and  Edwards,  chart  opp.  p.  210  give  16$  as  the  ratio 
of  capital  and  surplus  to  deposits  in  a  group  of  banks  (422) 
which  they  studied  in  1923. 
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ty-five  per  cent;  but  a  set  ratio  cannot  "be  prescribed.  The 
principal  point  is  the  extent  to  which  surplus  is  increasing. 
To  determine  this  we  should  have  accessible  statements  over 
a  period  of  years  and  study  the  disposition  of  earnings  as 
between  surplus  and  dividends.     The. Surplus  to  Capital  ratio 
shown  by  the  single  statement  which  we  have  is  100$  and  this 
is  entirely  satisfactory. 

Now  and  then  we  see  statements  which  show  surplus  sever- 
al times  the  capital  stock.     This  is  supposed  to  indicate  a 
greater  protection  to  depositors.     In  reality  it  does  not  in- 
dicate as  great  protection  to  the  depositor  as  Weald  the  same 
amount  of  capital  stock.     The  reason  is,  that  the  shareholder 
is  liable  for  an  assessment  equal  to  the  amount  of  his  shares 
of  stock  paid-in;  this  "double  liability"  does  not  apply  to 
surplus.     To  illustrate  by  the  present  case:  The  paid-in  cap- 
ital of  the  bank  is  $125000.     Cn  this  the  shareholders  are 
liable  in  case  of  insolvency  for  an  amount  equal  to  it,  or 
$125000.     To  this  we  may  add  the  surplus  $125000 ,  and  the  Re- 
serve for  Surplus;  a  total  of  $455396.42  which  will  be  sub- 
ject to  loss  before  the  depositor's  position  is  endangered. 
Now  suppose  the  Capital  Stock  Paid-in  was  $250000  (that  is 
that  the  present  Surplus  was  transferred  to 'Capital  Stock) 
On  this  there  would  be  the  double  liability.     To  this  could 
be  added  the  Surplus  Reserve  of  $80396.42;  a  total  of 
5  580396.42,  which  could  be  absorbed  in  losses  before  the 
depositor  was  endangered.     This  is  a  clear  gain  of  A125000 
protection  for  the  depositor. 


g)  Investments  to  Capital  and  Surplus.    By  investments 
we  mean  those  long-time  and  fairly  long-time  committments  of 
the  bank  other  than  building  and  equipment.    According  to  the 
report  of  the  Comptroller  of  the  Currency  for  1925  the  total 
investments  of  national  banks  were  nearly  one  hundred  ninety 
per  cent  of  the  capital,  surplus  and  undivided  profits.  Cf 
these  investments  U.  S«  (iovernment  securities  were  about 
eighty-five  per  cent  of  the  capital  accounts.    Examination  of 
the  statement  which  we  have  under  consideration  shews  that 
there  is  about  180%  Investments  to  Capital,  Surplus  and  Un- 
divided Profits.    U.  S.  Government  Securities  Owned  are  about 
63^  of  the  Capital  Accounts.  This  checks  well  with  the  aver- 
age.   Possibly  the  Governments  are  too  small  a  proportion  of 
the  total  investments.     This  would  indicate#a  too  large  a 
part  of  the  total  in  Other  Securities  Owned.     Whether  this 

is  to  be  construed  as  a  point  of  weakness  depends  upon  the 
nature  and  value  of  the  Other  Securities.     Of  late  years 
there  has  been  a  tendency  for  the  so-called  "commercial"  banks 
to  increase  their  investment  accounts. 

h)  Investments  to  Loans  and  Discounts-     Security  in- 
vestments in  national  banks  approximate  twenty  per  cent  of 
their  loans  and  discounts  over  a  period  of  several  years.f 
In  years  when  money  has  been  plentiful  the  ratio  rises  to 
thirty- three  to  forty-five  per  cent.     The  Athens  National 
Bank  has  a  ratio,  of  nearly  645  Investments  to  Loans  and  Dis- 
counts.    The  ratio  indicates  the  relative  proportion  of  the 
bank's  two  principal  earning  assets.     The  traditional  theory 

of  commercial  banking  would  require  that  a  larger  propor- 

#  Dewey  and  Shugrue  pp.  266-268  for  objections  to  large 
security  holdings. 


tion  of  the  bank's  earning  assets  be  in  "self -liquidating11 
loans  and  discounts.     It  must  be  admitted  that  in  case  of 
need  a  considerable  part  of  the  securities  could  be  liqui- 
dated in  a  short  tine.    Probably  the  high  ratio  is  evidence 
of  a  general  credit  condition  rather  then  a  specific  invest- 
ment policy  of  the  bank. 

i)  Liabilities  Arising  out  of  Borrowing  by  the  Bank. 
A  bank  in  normal  times  will  not  borrow  in  excess  of  its 
capital  and  surplus,     oome  bankers    point  with  price'  to 
the  fact  that  they  seldom  or  never  borrow,  but  this  is 
hardly  consistent  on  the  part  of  a  banker.    Persistent  and 
increased  borrowing  will  hot  be  a  favorable  sign,. of  course. 
It  looks  to  too  great  expansion- on  the  basis  of  the  bank's 
capital.     The  Athens  National  Bank  has  Bills  Payable  and 
Rediscounts  in  amount  less  than  its  capital  and  surplus. 
The  ratio  of  Payables  to  Capital  Accounts  is  60$.     In  the 
absence  of  definite  information  this  would  seem  to  indicate 
that  the  hank  is  over-trading  and  possibly  additional  work- 
ing capital  should  be  supplied  through  an  increase  In  the 
paid-in  capital  stock.     This  criticism  seems  justified  by 
the  fact  that  the  average  borrowings  to  capital  accounts  of 
nationals  banks  in  1921  was  less  than  twenty- two  per  cent. 

For  a  complete  analysis  we  should  know  something  of  the 
amount  and  disposition  of  the  earnings  of  the  bank.  This 
information  is  not  given,  of  course,  in  the  report  of  con- 
dition and  we  must  be  satisfied  with  a  summary  of  our  find- 
ings . 
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18.  APPLICATIONS  OF  THE  ANALYSIS. 

The  analysis  of  the  reserve  position  of  this  bank  to 
determine  its  liq.uid.ity  indicates  a  satisfactory  condition. 
There  is  a  small  "free"  reserve  and.  the  bank  has  available 
ample  "quick  assets"  in  the  form  of  saleable  securities  to 
cover  any  need  for  cash.    A  normal  relationship  exists  as 
between  loans  and  discounts  and  deposits  and  indications 
are  that  depositors  maintain  approximately  twenty  per  cent 
as  inactive  balances  in  their  accounts  as  required  by  con- 
servative banks. 

The  bank  has  a  substantial  surplus.     The  ratio  of  capi- 
tal and  surplus  to  deposits  shows  a  normal  expansion  of 
bank  capital.     It  is  sufficiently  large  to  insure  reason- 
able earnings,  but  not  so  large  as  to  endanger  depositors. 
The  investments  in  fixed  assets  is  fairly  heavy,  but  that 
is  explained  by  the  fact  that  the  building  and  equipment  is 
new.  The  comparison  of  investments  to  capital  and  surplus 
reveals  a  heavy  investment  account.     The  ratio  of  invest- 
ments to  loans  and  discounts  is  nearly  twice  the  normal  ex- 
pectancy.    These  things  do  not  argue  for  a  highly  liqLuid 
condition,  although  they  do  not  affect  the  solvency  of  the 
bank.     If  the  securities  are  all  readily  marketable  the  bank 
is  entirely  solvent.    Perhaps  the  large  investment  account 
is  prompted  by  general  conditions  in  the  money  market  which 
attract    investments  of  surplus  funds  in  order  to  insure  a 
fair  average  earning  on  all  capital.     It  shouli  be  remarked, 
however,  that  if  a  general  stress  should  appear  in  the  mar- 
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ket  the  bank  would  Lave  to  take  its  chances  along  with  all 
others  in  an  attempt  to  sell  off  securities  without  loss. 
Any  substantial  loss  would,  wipe  out  current  earnings  and 
might,  if  of  sufficient  proportions,  encroach  upon  surplus, 
although  not  likely  to  endanger  deposits.     In  the  absence 
of  more  definite  information  it  is  difficult  to  under- 
stand why  the  bank  has  bills  payable  outstanding  when  the 
investment  accounts  are  so  large.     The  amount  of  borrowing 
is  not  large  enough,  however,  to  give  the  analyst  concern. 

On  the  whole  this  bank  seems  to  be  in  good  condition 
and  able  to  take  care  of  the  credit  needs  in  its  community. 
The  analysis  has  presented  the  main  points  to  be  considered 
in  the  study  of  a  bank  statement.     However,  this  point 
should  be  kept  in  mind:     The  solvency  of  a  bank,  in  the 
last  analysis  depends  upon  the  character  of  its  loans  and 
investments.    And  loans  and  investments  depend  in  turn  up- 
on the  character  of  the  borrowers  and  the  skill  and  ex- 
perience of  the  bank  management. 

By  way  of  conclusion,  let  us  note  some  aspects  of  bank 
management  and  the  locale  of  its  service  that  bear  upon  its 
strength  and  possibilities  of  service. 

An inquiry  may  be  made  Concerning  the  length  of  time 
that  a  bank  has  been  established  in  the  community.  The  ac- 
quisition of  confidence  and  goodwill  of  depositors  and 
clients  will  require  time.     One  may  properly  inquire  wheth- 
er or  not  a  bank  has  undergone  a  reorganization,  been  in- 
volved in  a  merger,  or  otherwise  had  a  change  of  manage- 
ment.    If  so,  it  is  wise  to  know  the  reason  therefor.. 
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Under  favorable  conditions  we  should,  expect  to  find  that 
the  bank's  personnel  is  composed  of  conservative  and  "level- 
headed" men.    We  have  a  right  to  expect  that  the  directors  of 
the  bank  take  an  active  interest  in  the  management  of  its  af- 
fairs; that  they  are  not  dominated  by  one  personality,  parti- 
cularly if  he  has 'no  "understudy."    We  should  enquire  concern- 
ing the  outside  financial  interests  of  the  officers  of  the 
bank  and  whether  or  not  they  are  sufficiently  bonded  to  pro- 
vide protection  against  misappropriation  and  fraud.     In  order 
to  save  surety  bond  premiums  some  directors  of  banks  are  neg- 
ligent in  this  matter. 

A  bank  should  carry  a  reasonable  amount  of  fire ,  bur- 
glary and  hold-up  insurance  and  should  bond  employees  that 
have  access  to  cash  and  securities. 

A  bank  should  compare  favorably  in  size,  location  and 
appearance  with  other  banks  in  the  community  in  which  it 
does  business. 

Enquiry  has  brought  a  favorable  answer  to  all  of  these 
points  so  far  a  s  the  Athens  National  Bank  is  .concerned. 

In  considering  the  conditions  and  prospects  of  a  bank 

we  must  examine  into  the  community  which  it  serves.-    Wf  must 

look  into  the  general  business  conditions  of  the  locality. 

Is  it  dependent  on  one  industry?     If  so,  what  are  conditions 

in  that  industry?    A  bank:  may  be  easily  "over-loaned"  In  one 

particular  field  if  it  does  not  have  a  diversity  of  industrial 

and  trade  lines  for  the  distribution  of  its  loans.  The  peo- 
ple of  the  community  should  be  aggressive  and  willing  to  co- 
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operate  with  the  bank  in  "cleaning  up"  their  loans  period- 
ically i    A  considerable  amount  of  savings  accounts  should  be 
in  evidence  and  home  ownership  is  a  reasonable  expectation. 
There  are  many  other  points  of  interest  and  value  that  will 
occur  to  the  reader,  but  these  serve  to  show  the  nature  of 
the  inquiry. 

The  community  under  consideration  responds  favorably  on 
some  accounts,  on  others  it  fails  to  supply  a  good  background 
for  the  banking  business.     The  county  in  which  the  bank  is  lo- 
cated is  rather  poor  agriculturally.  Farm  loans  are  not  male 
in  great  volume,  and  such  as  are  made  are  arranged  with  the 
Joint  Stock  Land  Bank  in  Cleveland.    This  throws  too  great 
dependence  upon  the  coal  and  oil  resources  of  the  county  and 
these  are  not  very  rich.     The  competitive  conditions  under 
which  the  mines  are  operated  make  for  an  effort  on  the  part 
of  operators  to  depress  wages  and  strikes  are  of  frequent  oc- 
Ctcrrence .     This  throws  the  business  men  in  the  towns  and  two 
small  cities  into  despond  and  they  curtail  their  borrowing. 

The  city,  in  which  the  bank  is  located,  however,  is  very 
progressive.  Home  ownership  is  quite  general.  There  are . two 
savings  banks  and  a  building  and  loan  association  that  do  a 
good  business.  A  university  of  two  thousand  students  and  a 
faculty  of  one  hundred  fifty  add  about  one  million  annually 
to  retail  trade.  There  is  a  small  variety  of  manufacturing 
and  several  wholesale  houses.  But  one  commercial  bank  com- 
petes with  the  Athens  Rational  Bank.  They  divide  the  busi- 
ness almost  equally.     There  is  good  rail  connection  to  all 
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points  and. bus  lines  supply  any  lack  of  railway  facilitie 
Altogether  the  community  and  the  banks  that  serve  it  will 
compare  favorably  with  others  of  several  times \the  size. 
There  is  every  reason  to  believe  that  the  bank  has  a  .Orood 
opportunity  to  grow  in  importance  and  influence  in  the  fu 
ture.  As  to  the  social  significance  of  the  bank  we  shall 
consider  that  more  In  detail  in  the  next  Section. 
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19.  THE  EC0K0LIIC  SERVICES  OF  THE  BANK. 

Now  that  we  have  analyzed  the  principal  operations  of 
the  bank  it  will  be  appropriate  to  consider  the  place  of  the 
institution  in  the  economic  organization  of  the  community. $ 
The  more  sophisticated  already  will  have  read  into  our  dis- 
cussion many  implications  as  to  the  economic  significance 
of  this  and  like  institutions.    But  to  give  point  to  the  mat- 
ter and  to  give  voice  to  questions  which  some  may  have  in 
mind j  let  us  enquire i    \<nat  good  is  the  bank  anyway*?     "Is  it 
a  producer,  or  is  it  an  economic  parasite  thriving  on  a  com- 
munity to  which  it  gives  no  adequate  return?"     The  type  of 
reader  to  whom  this  essay  is  addressed  will  have  opinion  on 
these  things,  but  it  is  pertinent  to  examine  the  basis  of 
the  opinion. 

The  community  which  is  served  by  the  bank,  like  simi- 
lar-' communities  throughout  the  country,  is  organized  on 
the  basis  of  a  "money  economy."    Production  for  use  has 
given  way  to  a  capitalistic,  or  "round-  about-  system"  of 
production  for  the  market  and  the  exchanges.     Thus  every- 
one receives  his  income  first  as  money,  and  then  converts 
this  into  goods  and  services  to- accomn.ocLate  his  needs.  It 
will  be  remarked  that  there  is  nothing  very  startling  about 
all  this,  but  here  is  found  the  economic  background  upon 
which  the  services  of  the  bank  are  based. 

,'fHhe  dependence  of  the  author  on  the  usual  text-books  in 
the  principles  of  economics  will  be  apparent. 
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Money  income,  may,  of  course,  be  TT spent"  or  "saved.'' 
The  bank  plays  an  important  part  in  connection  with  saving. 
The  money  for  which  one  has  no  Immediate  use  may  be  left, 
without  charge,  in  the  safekeeping  of  the  bank.     The  chances 
of  loss  are  much  greater  in  the  home  than  in  the  bank.  True 
the  JLthens  National  Bank  does  not  operate  a  savings  depart- 
ment and  pay  interest  on  the  deposits  that  are  left  with  it. 
But  it  is  true  also  that  the  deposits  are  immediately  avail- 
able in  case  of  need  by  the  individual.     In  so  far  as  the 
bank  does  not  pay  interest  it  fails  to  provide  a  stimulus  to 
saving  and  hence  to  capital  accumulation  in  the  community. 
However,  we  have  seen  that  the  bank  has  a  considerable  part 
of  its  resources  in  the  form,  of  investment  bonds.     In  this 
manner-  they  have  certainly  promoted  the  productive  use  of 
a  considerable  volume  of  savings  of  the  community. 

Such  money  as  is  deposite  :  in  the  bank  is  of  course  not 
idle.    For  as  h-r^s  been  said:  rTLdie  money  is  the  hardest  "work- 
ed money  in  the  world."    We  have  seen  that  with  a  relatively 
small  amount  of  money  the  bank  is  able  to  extend  credit  ac- 
commodations to    •--  '.y  times  that  amount.     The  users  of  this 
credit  are  of  course  the  business  men  in  the  community.  They 
borrow  for  the  purpose  of  getting  control  of  the  economic 
goods  and  services  of  the  community.     The  funds  supplied  by 
the  bank  cite  net  capital.     The  bank  cannot,        _:!„  ^  increas- 
ing loans,  increase  the  capital  of  the  community.    But  the 
funds  are  certainly  the  means  of  getting  control  of  capital. 
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The  capital  is  itself  supplied  by  the  one  who  sells  it  to  the 
business  men.     The  seller's  willingness  to  accept  the  credit 
instruments  of  the  bank  is  based  on  his  confidence  in  the  sol- 
vency of  the  bank.     Thus  as  long  as  the  bank's  credit  is  sound 
the  funds  which  it  places  at  the  disposal  of  producers  are  eq- 
uivalent to  command  over  capital.    I.Iore  important  from  the  so- 
cial point  of  view  is  the  fact  that  the  funds  are  thereby  put 
to  productive  use.     It  may  be  concluded  then,  that  the  bank 
through  its  influence  on  investment  and  saved  money  income 
stimulates  the  creation  of  capital  and  through  its  loan  powers 
promotes  the  better  utilization  of  Gapital  goods. 

It  requires  no  argument  to  show  that  the  bank  virtually 
"coins"  into  a  generally  acceptable  medium  of  exchange  many 
forms  of  wealth  which  would  not  pass  current.     The  services 
rendered  in  this  connection  are  too  numerous  to  catalog.  Note 
that  a  "land  poor"  farmer  requiring  help  at  harvest  time,  but 
not  having  funds  available  with  which  to  meet  his  payroll,  can 
with  a  payment  of  a  market  rate  of  interest  and  using  his  real 
or  other  property  as  security,  obtain  such  funds  as  he  needs 
in  order  to  harvest  his  crop.     There  is  no  point  in  multiply- 
ing instances  of  this  kind  as  the  reader  can  readily  construct 
his  own. 

A  similiar,  yet  somewhat  different,  service  to  the  com- 
munity is  the  way  in  which  the  bank  restores  control  over  the 
capital  that  has  been  surrendered  to  another.     Consider  the 
wholesaler.     He  has  sold  and  delivered  a  bill  of  goods  to  a 
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retailer,  on  credit.    He  lias  surrendered  the  control  which 

he  had  over  the  capital  goods.     Through  a  loan  at  the  bank 
based  upon  his  claim  on  the  retailer,  which  matures  at  a  fu- 
ture time,  control  of  capital  of  equivalent  amount  is  re- 
stored to  the  wholesaler  and  he  may  replenish  his  stock.  The 
social  gain. here  is  clearly  in  the  maintenance  of  an  even 
flow  of  capital;  the  producer  is  not  forced  to  slacken  his 
pace,  or  even  stop  production,  because  of  lack  of  funds, (or 
control  over  capital). 

*7e  might  here  consider  the  possibility  of  over-extension 
of  credit  by  the  bank  and  the  consequent  danger  of  over-ex- 
pansion or  over-investment  which  would  follow.     This,  however, 
would  take  us  too  far  afield  since  it  involves  the  work  of 
trie  entire  banking  s.y stem  ra  uii6 r  than  that  of  an  individual 
bank. 

There  is  one  point  which  we  should  examine  in  connection 
with  the  economic  services  of  the  bank.     Reference    is  made 
to  the  use  of  the  bank's  credit  in  the  productive  process.  This 
use  can  be  had  only  for  a  price.     The  price  is  the  interest 
which  is  charged  on  the  bank's  loans.     The  bank  interest  rate 
for  money  is  one  of  the  costs  which  the  producer  pays  to  get 
command  over  capital  and  labor.     If  this  cost  is  low,  then  the 
cost  of  the  goods  to  society,  in  a  competitive  order,   tends  to 
be  low.    A  low  bank  rate  then  is  desirable  for  an  active  and 
progressive  community.    But  the  rate  should  be  high  enough  to 
promote  savings  and  accumulation  of  capital' -while  low _enough 
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to  encourage  production.    With  reference  to  a  given  community 
the  adequacy  of  the  bank  rate  is  a  question  of  fact.    Here  we 
can  only  point  out  that  the  rate  paid  for  savings  is  either 
four  or  five  percent  depending  on  the  nature  of  the  time  de- 
posit « .     The  borrower  at  the  commercial  banks  pays  five  or 
more  often  six  depending  upon  his  credit  status  and  the  use 
which  he  makes  of  the  funds.    Here  is  ostensibly  a  spread  of 
two  percent.     The  expansion  of  credit  on  the  basis  of  a  fix- 
ed amount  of  savings  is  of  course  the  source  of  profit  to  the 
bank.     This  comes  by  virtue  of  its  service  as  a  financial 
middle-man  in  the  community.     To  question  the  right  to  this 
position  would,  be  to  question  the  wisdom  of  our  present  com- 
petitive economic  organization  and  would  carry  us  to  another 
field  of  discussion. 

The  responsibility  of  the  bank' is  great.    Host  lines  of 
business  prosper  only  as  their  customers  prosper;  banks  are 
not  the  exception  to  the  rule.     The  enlightened  banker  is  al- 
ways seeking  ways  in  which  to  enlarge  the  industry  and  com- 
merce of  his  community  and  particularly  the  earnings  of  his 
own  customers.  Bankers  have  come  to  realize  that  large  fi- 
nancial profits  and  control  of  vast  operations  do  not  alone 
measure  achievement  in  banking.    Banking  calls  also  for  pub- 
lic service  and  for  sound  effective  leadership  in  business 
and  civic  life.    Bankers  are  not  and  cannot  be  reformers. 
They  are  builders  and  leaders  for  they  command  the  con- 
fidence and  admiration  of  the  community.     If  they  acquit 
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themselves  well  of  the  responsibility  they  deserve  a  high  re- 
ward .     If  they  are  negligent  and  self-seeking  their  removal 
from  the  field  should, and  likely  will  be,  as  prpmpt  as  condi- 
tions will  permit.     The  banker's  position  clearly  requires 
the  exercise  of  sound  Ju a^inent  and  the  utmost  tact  if  the 
welfare  of  the  whole  community  and  of  the  bank  itself  is  not 
to  be  sacrificed  for  the  benefit  of  special  interests. 

Summing  up  the  several  points  that  have  been  put  forv/ard 
we  may  say  that  the  bank  stimulates  savings  and  investment  in 
the  community;  that  it  economizes  the  use  of  capital  at  least 
in  the  form  of  money  by  facilitating  exchanges;  that  it  re- 
leases to  the  producer  capital  otherv/ise  tied  up;  that  it  af- 
fords a  stimulus  to  the  production  and  wise  utilization  of  cap- 
ital by  enlarging  the  opportunities  of  individuals  who  have 
the  capacity  to  produce  most  efficiently.     Correlated  with 
these  functions  is  the  bank's  recognition  of  ability  and  in- 
tegrity.   Lien  who  have  proved  themselves  honest,  capable  and 
far-seeing  can  get  advances  which  will  enable  ±hem. to  carry  on. 
Their  increased  credit  is  equivalent  to  increase  in  their  own 
producer's  goods.     The  gain  to  the  individual  is  apparent.  But 
society  too  makes  a  considerable  gain.     Individual  capacity  is 
more  fully  utilized  and  wealth  is  produced  that  would  not  be 
produced  otherv/ise. 

In  all  these  economic  services  we  find  the  Athens  Nation- 
al Bank  most  active.     In  addition,  the  bank  aims  to  serve  as 
a  general  organ  for  the  promotion  of  business  interests  and 
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the  stimulation  of  private  and  public  endeavor  in  the  com- 
munity, -  Patrons  are  urged  to  consult  the  management  of  the 
bank,  without  charge,  in  regard  to  any  business  venture  or 
problem  of  personal  finance.     The  management  believes  in 
"educating"  the  public  in  better  business  methods  and  prac- 
tices.    To  this  end  a  considerable  amount  of  money  and  much 
time  is  spent*.    The  bank  makes  special  effort  to  cooperate 
with  civic  and  educational  organizations.     This  is  eviden- 
ced by  a  friendly  attitude  and  business-like  treatment  of  all 
who  have  occasion  to  call  at  the  bank  and  ,   the  writer  must 
add,  a  fine  spirit  of  cooperation  in  business  education. 
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